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POPULATION PROBLEMS IN THE SOUTH—PART II! 


JOSEPH J. SPENGLER 
Duke University 


I 


Less material is available on Southern than on non-Southern 
differential fertility. The Milbank Fund has published little on 
Southern differential fertility. The returns on differential fertility 
by occupation (usually supplied in birth registration returns) 
have not been broken down by state and county. No data are 
available on family size as correlated with income or religion. 
The main data on differential fertility run in terms of race, national- 
ity, and rural-urban composition (see Part I). 

The relative dearth of material on Southern differential fertility 
is unfortunate for several reasons. First, the South is and for 
several decades will continue to be relatively the most important 
source of domestic White and Colored population growth. In 
1930 about 21 per cent of the nation’s population and about 25 
per cent of the nation’s children under 5 lived in the South; in 
1950, assuming migration as in the 1920's, these percentages will 
remain virtually unchanged. Hence, since we may continue to 
expect one-fourth or slightly more of the nation’s births to occur 
in the South, we should know their occupational, class, and geo- 
graphical origin. Moreover, had we data on fertility by occupa- 
tion, etc., for Southern and non-Southern states, we could 


1 Part I of this study was published in the April, 1937, number of this Journal. It dealt 
with trends in the growth of the Southern population and its component parts and with 
trends in fertility and natality indices. Part II presents such materials as pertain to differen- 
tial fertility and to migration within this region. Part III will be published in a future 
number of this Journal. 
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determine through regional and sub-regional studies the residual 
effects exercised upon fertility by income structures, culture pat- 
terns, etc.* Finally, it must be remembered that a nation’s 
biological and socio-economic future is shaped in an important 
degree by the conditions prevailing in its main population 
seed beds. 

The available data on Southern differential fertility (presented 
in Part I and below) indicate that the sources of Southern popula- 
tion growth are not in general the best, measured in socio-economic 
terms, and probably fall short of the desirable, measured in biologi- 
cal terms. It should be a matter of national concern when a large 
proportion of the nation’s births occur, and children are reared, in 
milieus lacking the cultural and economic equipment necessary to 
develop the potentialities of these children. For the available 
data indicate: (a) that in the South there exists the same inverse 
relationship between socio-economic, occupational, etc., levels 
and fertility as prevails elsewhere in the United States; (b) that 
in the South a larger proportion of the children born are born and 
reared in economically and culturally poor mélieus than elsewhere; 
and (c) that relatively many later emigrate from these poor milieus. 
It is probable further that the inverse relationship observed in the 
South between socio-economic status and fertility reflects dysgenic 
biological selection.* It is possible, too, that dysgenic social and 
biological selection is intensified and/or diffused by internal 
migration which carries the more gifted to low-fertility areas, 
depletes areas of emigration of the relatively more intelligent 
elements in the population, and subsequently carries the popula- 
tion surplus of such depleted areas into relatively less depleted 
areas. 

2In France local culture patterns affect other determinants of differential fertility. See 
the writer's forthcoming France Faces Depopulation, Duke University Press, 1937. 

§ Many students of the problem believe that the inverse relationships noted today between 
socio-economic and cultural status and net fertility by class imply a biological selection more 
or less dysgenic; for in a democratic community the socio-economic selective process carries 
upward the relatively more gifted individuals—individuals possessed of relatively large 
amounts of the ‘‘G"’ factor, of capacity to grasp ideas and understand complex relationships— 
and shakes downward the relatively less-gifted persons. See R. B. Cattell, Eugenics Review, 
XXVIII, 1936, pp. 181-203; F. H. Hankins, Social Forces, XII, 1933, pp. 38-39; R. A. Fisher, 
The Social Selection of Human Fertility; H. J. Muller, Scientific Monthly, XXXVII, 1933, pp. 
40-47. 
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In some respects Southern fertility differentials are more extreme, 
in other respects less extreme than those found elsewhere.* In 
the United States the ratio of children 0-4 to 1,000 women 15-44 
was 60 per cent higher in the rural-farm population than in that 
living in Cities 2,500 to 100,000; in the Southern states it was 65 to 
IOI per cent greater. Southern urban fertility corresponds more 
closely to the national level than does fertility in the rural-farm 
population, hence the greater differential in the South. The ratio 
of children to women in the rural-farm population exceeds that 
in the rural non-farm population by about the same percentage in 
the South as elsewhere, but that in the rural non-farm population 
exceeds that in the urban population in the South by a larger 
percentage than elsewhere. Within limits, there is a slightly 
greater tendency for fertility to rise as one moves away from 
Southern cities than from cities elsewhere.® 

In 1930 the ratio of children under 5 to women aged 20-40 years, 
Osborn, found was no higher in Southern counties of higher 
economic ievel and with less than forty-five persons per square 
mile than in corresponding counties in the Northeast and the 
North Central states. In Southern counties of low economic 
level the ratio was slightly below that of corresponding counties 
elsewhere. About thirty years ago, according to Thompson 
Gin L. I. Dublin, Population Problems), the families whence came 
the college children of 10-15 years ago were appreciably larger in 
the South in all occupational groups; the spread between the size 
of family in non-agricultural occupations and that in agriculture 
was slightly less in the South than elsewhere. (Fertility among 
the middle and upper classes may be higher in the South than 
elsewhere, if and where it is higher, because in the South mothers 
may hire Negro maids at absolutely and relatively low wage levels 

4 Unless otherwise indicated the data on Southern differential fertility are taken or derived 
from O. E. Baker, Annals of the Association of American Geographers, XXIII, 1933; P. K. Whelp- 
ton’s essay in L. I. Dublin, The American People, Annals of the American Academy of Political and 
Social Science, CLXXXVIII, November, 1936 (hereafter Annals), pp. 38, 41, 46; F. Osborn, 
Social Forces, XIV, 1935, pp. 29-30; F. Lorimer and F. Osborn, Dynamics of Population, pp. 
17, 88-92, 377-78; C. Goodrich, Migration and Economic Opportunity, pp. 62-63, 132-33. 

5 See T. J. Woofter, Milbank Memorial Fund Quarterly, XIII, 1935, p. 316. As this tendency 
depends on the nature of the villages and their population (see ébid., pp. 316-18) and upon 


the nature of the type and conditions of farming (see Whelpton, Annals, pp. 44-45), no gen- 
eralization may be made relative to differences between the South and elsewhere. 
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and thus avoid at low economic cost certain psychic and sociologi- 
cal burdens associated with parenthood.) 

Comparison of the relation between reproduction and income 
distribution in the South with the corresponding relation in the 
remainder of the United States indicates that under present circum- 
stances it is disadvantageous to the social and economic welfare 
of the nation to have so large a proportion of its replacement and 
growth produced in the South. In 1929 farms with a total value of 
products below $1,000 were concentrated in the South, especially 
in areas where natality is high. Per capita personal income in the 
Southern rural-farm population ($183.), according to the Brook- 
ings study, was but two-thirds that of the nation’s rural-farm 
population, but one-third and one-fifth respectively of that in the 
Southern and non-Southern non-farm population. The Southern 
population received but one-tenth of the nation’s aggregate per- 
sonal income; the Southern farm population, 2.2 per cent; the 
Southern non-farm population, 7.8 per cent. Yet in 1930 the 
Southern rural-farm population included 12.4 per cent of the 
nation’s children under 5; the Southern non-farm, 12.8. Southern 
children, particularly those born in rural areas, therefore, cannot 
be so well provided with the needs of modern life as those born 
elsewhere. This conclusion is supported by other data. Thus 
in 1930, according to Osborn, 36.4 per cent of the nation’s children 
o-4 and 26.6 per cent of the nation’s women 20-44 lived in counties 
falling within the three lower groups of the six groups of counties 
differentiated according to Goodrich’s index of economic level. 
Five-sixths of each of these two percentages were in the South. 
Phrased another way, the South in 1930 contained 37.3 per cent of 
the nation’s children o-4 and 30.6 per cent of the women 15-44, 
but only 7.2 and 8.5 per cent respectively of the nation’s women 
and children who lived in the three highest ranking groups of 
counties. Of the children and women living in the South, 80.7 
and 72.2 per cent respectively lived in the three lowest ranking 
groups of counties; the corresponding percentages for the rest of the 
United States were 10.0 and 6.5. 

The implications of the preceding paragraph are reenforced by a 
recent study of the Southern cotton-plantation area. In the 
areas surveyed, the average annual net income of wage hands, 
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croppers, other share tenants and renters in 1934 was $309. per 
family, or $73. per capita. In the wage-labor group average net 
income per capita ranged by area from $52. to $96. per year, aver- 
aging $62. for all areas; in the cropper group, from $38. to $87., 
with an overall average of $71.; among other share tenants, from 
$52. to $147., with an overall average of $92.; in the renter group, 
from $50. to $146., with an overall average of $71. The living 
standards among these groups approximate a Malthusian sub- 
sistence level, as one would expect and as the mortality and mor- 
bidity data show. The quantity and quality of education is 
correspondingly low. In the area for which the described socio- 
economic conditions are typical the ratio of children under 5 per 
1,000 native White rural farm women was 15 per cent greater than 
the corresponding ratio for the entire White rural farm population 
of the United States; the corresponding Negro ratio was the same 
in this area as in the United States, inasmuch as the bulk of the 
rural-farm Negro population of the United States is found in this 
area. Emigration from this plantation area has long been heavy, 
totaling around two millions in the 1920's, for the plantation 
economy has shown little capacity to absorb its great natural 
population growth.® 

Not only within the South but also within Southern regions and 
groups ranking below the highest in socio-economic condition 
there is an inverse relationship between indices of fertility and 
indices of capacity to provide for the rearing and education of 
children. Thus in the Southern Appalachians family size is 
greater in areas marked by less than the average amount of cultural 


6 T. J. Woofter, et a/., Landlord and Tenant on the Cotton Plantation, pp. 83-85, 91-106, 125-44, 
195,220,and summary. Woofter states that the plantation system promotes natural increase 
and that the resulting ‘‘surplus’’ of population preserves the plantation system by depressing 
the bargaining power of the individual tenant and thus rendering it more difficult for him 
to free himself and become an independent farmer. Landlords assign acreage to tenants on 
the basis of the size of the tenant’s family, for landlords do not want to import labor to meet 
the supra-normal need for labor for cotton production in the spring and the fall. Woofter’s 
conclusion here is apparently subject to qualification. Undoubtedly, the allocation of 
acreage on the basis of family size may reduce the incentive to limit family size. Yet there 
exist many other factors which shape the attitude of the plantation inhabitant toward pro- 
creation, and these factors are associated both with the plantation cultural pattern and with 
extra-plantation influences, but not specifically with the fact that the landlord favors tenants 
with larger families. 
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amenities for this area.?’ Lorimer and Osborn found a similar 
inverse relationship in the Kentucky Highland counties. In the 
counties in the coal plateau of the Southern Appalachians the 
ratio of women to children and the rate of natural increase is very 
much higher than corresponding rates in the nation, in adjoining 
states, or in more well-to-do areas Goodrich found. In the Old 
Cotton Belt, where on the whole fertility is lower than in the 
Appalachians, there are many counties with ratios of women to 
children appreciably above the average for this cotton-growing 
region. Nor are these the best counties. Families on relief in 
the cotton-growing and Appalachian Ozark areas are, with some 
exceptions, larger than those not on relief in these areas. ® 

Within the Southern agricultural population we find evidence of 
an inverse relationship between socio-economic status or condition 
and fertility. In North Carolina and Alabama, according to 
Lorimer and Osborn, the ratio of children under 5 to women 15-44 
in the White rural-farm population decreases as one moves from 
counties with higher average farm values into counties with lower 
average farm values, the ratio in counties with values under $2,400 
per farm exceeding by over one-fifth that in counties with an 
average value of $4,000 or more. In each category of counties, 
however, we find in North Carolina both a higher ratio and some- 
what greater illiteracy rate than in Alabama. In four North 
Central states, on the contrary, effective fertility in most pros- 
perous areas has remained on the same level as that in areas of 
medium prosperity. Turning to distinctions by status, we 
encounter the same inverse relationship. Thus Arthur F. Raper 

7 Economic and Social Problems and Conditions of the Southern Appalachians, Miscellaneous 
Publication No. 205, U. S. D. A., pp. 131-33, 152, 162. Maps in this volume may be com- 


pared to support the statement made above. M. R. Fry and T. L. Smith, however, found a 
low birth rate in Louisiana ‘‘cut-over’’ areas. See Louisiana Bulletin No. 268, L.S. U., Janu- 
ary, 1936, pp. 12-14, 42. 

8 P. G. Beck and M. C. Forster, Six Rural Problem Areas, pp. 42, 117; T. C. McCormick, 
Comparative Study of Rural Relief and Non-Relief Households, p. 88; Woofter, Landlord and Tenant 
on the Cotton Plantation, p. 164. 

®In the Northern states, however, fertility increases as one moves into retarded areas; 
and it is in the group of Northern counties ranging from retarded to medium that we find farm 
values similar to those obtaining in the South. In general, in similar categories of counties, 
fertility is about one-fifth higher in the two Southern than in the four Northern states. In 
the South the ratio among Negroes is generally below the White ratio; and there is no definite 
and continuously inverse relationship between value of farms and Negro fertility. 
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found the number of children per family to be somewhat greater 
among White croppers than among White owners and renters in 
two Georgia counties; among Negro owners, however, family 
size was greater than among Negro croppers or renters.!° C. P. 
Loomis found tenant families to be somewhat more prolific 
than owner families in Wake County, North Carolina." 

The materials which we have just presented support the con- 
clusions already suggested in Part I: (a) that fertility is so high in 
the South, compared to the rest of the United States, because there 
are in the South, as compared with the rest of the United States, 
relatively larger areas and groups in which fertility is high; (b) 
that fertility in the South as a whole will fall primarily in propor- 
tion as the relative numerical importance of these groups and 
areas diminishes. The materials presented indicate, further,— 
and this indication is of immense socio-economic import both for 
the South and for the nation—that within the South each year 
there are being procreated by the underprivileged classes and in 
underprivileged areas a relatively large number of children whose 
potentialities are not being developed and who, therefore, are of 
diminished worth to whatever regions they ultimately inhabit. 
Moreover, as we show below, a large proportion of those born in 
these underprivileged areas or classes emigrate outside the South 
or into the urban areas of the South. 

Whether or not the dysgenic selection suggested by the figures 
presented above is being intensified in the South, or in Southern 
rural areas, by migratory selection is not clearly determinable in 
light of current data on selectivity in Southern migration. We 
know from wage data that members of some occupational groups 
are geographically more mobile. We know that migrants consist 
predominantly of persons aged roughly 15 to 4o and that frequently 
the female outnumber male migrants. But we do not know if, as 

10 Preface to Peasantry, p. 70. Negro families in all categories were larger than White 
families, but greater Negro infant and child mortality somewhat reduced the net difference in 
number of living children. Most of the children in these counties were delivered by mid- 
wives (ébid., p. 48). 

11 The Growth of the Farm Family in Relation to Its Activities, Bulletin No. 298, North Carolina 
State College Agricultural Experiment Station, Raleigh, 1934, pp. 9 ff. Data compiled for 
Oklahoma indicate that fertility is higher among tenants than among owners, and in ‘‘areas 


occupied by very poor cotton-farm tenants than for other areas.’’ See summary of studies by 
McCormick, Barney, Duncan, and Sanders, in Lorimer and Osborn, op. cét., pp. 87-88. 
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has been suggested of migration elsewhere, in the South it carries 
away relatively larger numbers of persons of above-average ability, 
intelligence, etc.!* For the Southern data, limited in amount, 
in some instances confirm, in other instances do not confirm 
this proposition. 

Examination of the places of birth and residence of persons listed 
in Who's Who in America indicate that the South not only does not 
attract eminent men from outside the South, but on the balance 
gives up eminent men to non-Southern regions.'* Of the 6,015 
Southern-born persons listed in Who's Who in 1932-33, 37.1 per 
cent had left the South, the percentage ranging from 26.6 among 
““politicians’’ and ‘‘diplomats’’ to 85.2 among actors and artists. 
Of the most useful group (doctors, scientists, epgineers), 49 per 
cent had left. For every eminent person born if) the South who 
left the South, the latter region received in exchange only 0.63 
of an eminent person, the return ranging from 0.14 among army 
and navy officers to 1.68 among agriculturalists; among doctors, 
scientists, and engineers the return was 0.70. This “* ‘drag’ of 
talent out of the South’’ is attributable to the relatively greater 
economic opportunity elsewhere and to the fact that a relatively 
large proportion (41 per cent) of Southern-born eminent persons 
with graduate training received this training outside the South. 
This ‘‘drag,’’ as we show in Part III, may exercise a depressive 
influence upon per capita income in the South. 

Turning now to movements from rural areas, we find both lack 
of evidence and evidence of dysgenic migratory selection. From 
a South Carolina rural area adjacent to industrial development 
migration produced the greatest depletion in the “‘best’’ and the 
““worst’’ strata; on the balance the qualitative composition was 
probably not affected unfavorably. In several Virginia rural 
areas dysgenic migratory selection has taken place, the better 
classes of citizens having migrated from farms in larger numbers 
than the lower classes, according to Gee and his co-workers. 
Reuss’s analysis of rural depopulation in a remote Virginia district 

12 For an interesting effort to support this view relative to American westward migration 
see E. Huntington, Zbiér Prac, pp. 496-517; also Lorimer and Osborn, op. cit., pp. 210-16. For 
criticism of this view see P. Sorokin and C. C. Zimmerman, Principles of Rural-Urban Sociology, 
Chapter XXV. 

13 See S. Winston, American Journal of Sociology, XLI, 1936, p. 629; W. Gee, Socéal Forces, 
XV, 1937, PP- 343-46. 








a al 








POPULATION PROBLEMS IN THE SOUTH 9 


reveals that in 1900-1930 net emigration reduced the upper and 
middle classes whereas the lower classes increased relatively and 
absolutely. 

Otto Klineberg has utilized both intelligence tests and school 
records to determine whether or not the Negro emigrants from the 
South are more able than those remaining behind. He concludes 
that the migrants are not of better quality than those who remain 
behind; that improved environment accounts for the fact that 
higher intelligence scores are recorded among Negroes in Southern 
cities than among those living in rural districts, and among 
Negroes in the North than in the South. ‘‘As far as intelligence 
goes, the material reported in this study gives evidence to the 
effect that the Negro who leaves the South for the North is not 
on the average superior to the Negro who remains behind, and that 
the present superiority of the northern over the southern Negro 
may be explained by the more favorable environment, rather than 
by selective migration.’’!5 

The data presented relative to the selective effects of migration 
are too limited to permit any generalization for the South or any 
Southern state. If, as several of the studies show, migration is 
selective and does sometimes carry the better stocks into low- 
fertility milieus, then to that extent migration may be said to 
influence the qualitative composition of the population of the 
nation as a whole. 


II 


Migratory movements within, into, and from the South may be 
classified, as may migratory movements in general, into the long- 
run or secular, the cyclical (i.e., those governed by the “‘cyclical’’ 
fluctuations within an economy), the irregular and random (e.g., 
those caused by a boll-weevil or phylloxera invasion, by drought, 


14 See Wilson Gee, The Qualitative Nature of Rural Depopulation in Santuc Township, South 
Carolina, 1900-1930, Bulletin 87, South Carolina Agricultural Experiment Station, Clemson, 
1933; Gee and J. J. Corson, 3d, Rural Depopulation in Certain Tidewater and Piedmont Areas of 
Virginia, Monograph 3, University of Virginia Institute for Research in the Social Sciences, 
1929; Gee and D. Runk, American Journal of Sociology, XX XVII, 1931, pp. 210-21; C. F. Reuss, 
Rural Sociology, U1, pp. 66-75. F.C. Fry and T. L. Smith found the selective effect of the AAA 
cotton program to be favorable, if anything (ébid., 1, 1936, pp. 504-05). 

16 O. K. Klineberg, Negro Intelligence and Selective Migration, p.62. Arthur Raper found that 
in the two Georgia counties studied by him, there was a somewhat greater tendency to mi- 
grate among the more ambitious and better educated Negroes. See op. cét., pp. 121, 193-99. 
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etc.), and the “‘wasted-motion’’ movements (i.e., e.g., reciprocal 
movements among farms, between counties, etc., which produce 
no net displacement in any direction). 

The South is an area of both net emigration and much internal 
and predominantly urbanward migration. These migratory 
movements have their source in the high rate of natural increase 
in the rural areas, particularly in the rural-farm population. For 
since the rural economy is inelastic, incapable of absorbing effi- 
ciently this steady natural increase, the ‘‘surplus’’ population 
engendered in the rural areas flows out of the South in a northerly 
direction, or into Southern urban centers where it promotes urban 
growth and probably displaces some of the already settled urban 
population. 

The South’s emigratory and migratory réle, while more im- 
portant in recent years than in the past, is not new. Already 
before the Civil War when the westward push of cotton culture 
carried numbers with it, there was in the South both complaint 
of too great a dispersion of population and prediction that the 
American territory would prove inadequate.'* According to the 
census of 1850, six Southern states had given up native White 
inhabitants on the balance. Since 1890 the South has experienced 
net native White emigration. Since 1900 Kentucky, Tennessee, 
Alabama, Mississippi, and Arkansas have experienced a net native 
White loss each decade; Georgia and Louisiana have lost on the 
whole. South Carolina and Virginia began to lose after 1920, 
whereas North Carolina began to gain after 1920. Only Florida 
has been a constant gainer since 1900.17 In 1920-30 seven of the 


16 See the writer's ‘‘Population Theory in the Ante-Bellum South,"’ Journal of Southern 
History, 11, 1936, pp. 6-8, 10. 

17 Net native White emigration from the South was as follows in thousands in the decades 
ending in the designated years: 1860, 86; 1870, 0; 1880, 85; 1890, +59; 1900, 128; 1910, 257; 
1920, 82; 1930, 380; corresponding net Negro emigration was: 1900, 129; 1910, 96; 1920, 333; 
1930, 615. The Southern states experiencing net nati’: White emigration numbered 5 in 
1850-60; 6 in 1860-70, 1870-80, 1880-90, 1890-1900; 7 in 1900-1910; 6 in 1910-203 9 in 1920-30. 
Southern states experiencing net native Negro emigration numbered 10 in 1890-1900; 7 in 
1900-1910; 9 in 1910-20; 8 in 1920-30. The figures on interstate and interregional migration, 
unless otherwise indicated, are taken or computed from C. W. Thornwaite, Internal Migration 
in the United States, Plates I-IV, VII; Abstract of Fifteenth Census, 1930, pp. 89, 116-18; Fif- 
teenth Census, 1930, Population, Il, pp. 139-41, 153, 158, 184-85; C. H. Hamilton, Rural-Urban 
Migration in North Carolina, 1920-30, Bulletin 295, North Carolina State College Experiment 
Station, Raleigh; Spengler, Journal of Heredity, XX VII, 1936, pp. 8-10. 
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Southern states were among the twenty-four states experiencing 
the greatest relative loss through net native White migration; 
two bordered on the upper half; only two (Florida and North 
Carolina) appear among the sixteen which experienced a gain. 
In the South, as in the country as a whole in 1920-30, the tendency 
toward net native White emigration was stronger in the less 
industrialized states; in those states, too, therefore, the tendency 
of the total population to increase was less pronounced in both 
the South and the nation. 

Negro emigration from the South began to assume appreciable 
proportions after 1890. With the exception of Florida, which lost 
Negro population only in 1910-20, and North Carolina and Ken- 
tucky, which on the balance have broken nearly even, all the 
Southeastern states have experienced a relatively heavy net efflux 
of Negroes in the past four decades. Expressed in percentage of the 
Negro population as of 1920, the percentage loss through net 
Negro emigration ranged from 0.2 per cent in Tennessee to 17.6 
in Georgia; Kentucky and North Carolina gained fractions ofone 
per cent; Florida gained 24.8 per cent. 

Estimates of net emigration from the South in 1920-30 differ 
according to the method of estimating. On the basis of birth- 
residence data, the South in 1920-30 lost 380,000 native Whites, 
615,000 Negroes, a total of 995,000; on the basis of changes in the 
age composition, the net efflux totaled 1,376,000, 580,000 native 
Whites and 796,000 Negroes. If we exclude Florida from the 
South the two methods yield respectively 582,000 native Whites 
and 694,000 Negroes (total = 1,276,000) and 847,000 native 
Whites and 850,000 Negroes (total = 1,697,000). In short, the 
South in 1920-30 experienced a net efflux of 995,000 to 1,376,000 
natives; excluding Florida, a net efflux of 1,376,000 to 1,697,000 
natives. Odum gives two estimates of the net efflux from the 
Southeast: 1,033,511 and 1,313,323.18 The population of the rest 
of the United States increased by 14,373,000 between 1920 and 
1930, of which slightly over one-fifth (i.e., slightly over 3,000,000) 
was due to foreign immigration, about 7 to 9 per cent to immigra- 

18 See H. W. Odum, Southern Regions of the United States. The first estimate is given on p. 


464; the second is derived from figures given on p. 484, which indicate a net efflux of 968,525 
Negroes and 344,798 Whites in 1920-30. 
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tion from the Southeast, and the balance to natural increase. In 
1920-30 the South contributed 51 to 81 per cent of the Negro popu- 
lation growth in the rest of the country, and 2.6 to 6.4 per cent 
of the non-Negro population growth. In 1930-50, should the 
Thompson-Whelpton estimates on the assumption of migration 
be realized, the South will contribute perhaps three millions, or 
around one-fourth, of the net increase anticipated for non-South- 
ern states. 

The migratory stream moving into Southern cities and into non- 
Southern regions has its origin in the Southern rural-farm areas 
where the natural increase, much higher than in other parts of the 
South or of the United States, can find no adequate local occupa- 
tional outlet. T. J. Woofter has summarized the net effect of this 
movement from Southern farms up to 1930 as follows. In 1930 
there lived in the United States about 6.6 millions of persons who 
had been born in Southern rural districts and moved elsewhere; 
3.8 millions of these had left the South, the others had gone to 
Southern cities; only 400,000 moved onto Southern farms from 
other regions. In the 1920's the Southern rural-farm population 
was producing about a quarter million annually for export to 
Southern cities and elsewhere. Actually, net migration’® from 
the Southern farms exceeded the natural increase of the farm 
population by about one-fourth. About 45 per cent of the nation’s 
net migration from farms in 1920-30 came from Southern farms, 
the Southern migrants (exclusive of children under 10) numbering 
2,680,000, of whom 1.0 to 1.1 millions were Negroes.?° On the 


19In 1920-30 the rural-farm population increased by 240,000 in four states (Alabama, 
Louisiana, Mississippi, North Carolina), decreased by 754,000 in the other seven; the net 
decrease was 514,000. Of the twelve American states experiencing a net migration from 
farms of more than 20 per cent of the 1920 farm population, five lay in the Southeast, two 
adjoined it, five lay farther west; the per cent migration in the South ranged from 12.0 in 
Mississippi co 30.7 in South Carolina; in non-Southern states from 3.5 in Washington to 34.4 
in Utah. California and Massachusetts showed a gain. See O. E. Baker, Annals, p. 265, 
Annals . . . of Geographers, op. cit., p. 70. 

20 See O. E. Baker, Recent Social Trends, 1, p. 111. Were children under 10 included, the 
net efflux would approach three millions, as about 10-11 per cent of a migratory stream 
from the farms consists of children under 10. See C. H. Hamilton (op. cit., p. 42), who esti- 
mates net migration from farms at 244,000 in contrast to Baker's estimate of 221,000. Hamil- 
ton estimates (ébid., p. 37) that in 1920-30 North Carolina gained through net migration 
14,561 Whites, lost 13,884 Negroes. Thornwaite’s estimate, reached by a similar method 
(see op. cit., Plate VID), is: Negro, —16,000; native Whites, +4,000; by birth-residence 
method: native White, +43,000; Negro, +3,000. 
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assumption that a net 1.3 millions left the South in 1920-30, it 
appears that the Southern rural-farm population contributed 1.3 
millions to non-Southern growth and at least 1.4 millions to 
Southern urban growth. 


Til 


Having indicated the extent of emigration from the South, we 
shall determine whether these migrants enter those states which 
have experienced relatively large net native immigration, or those 
states which have sent out migrants on the balance. 

The divisions of states which have been experiencing net native 
immigration are: the Pacific Coast States (since 1870 and before 
1870), Middle Atlantic (since 1880), East North Central (since 
1910). The West North Central States have lost since 1890; the 
New England and Mountain States gained in 1870-1920 but lost 
thereafter. States which have experienced a relatively heavy net 
influx of native Whites during the entire period 1900-1930 and 
in at least two of the decades in this period are in order of approxi- 
mate absolute importance: California, New York, New Jersey, 
Ohio, Michigan, Oregon and Washington, Connecticut, Mary- 
land, Arizona, New Mexico. [Illinois gained in 1920-30 after 
losing in 1900-1920. In 1900-1930 Negroes flocked to Illinois, 
New York, Pennsylvania, Ohio, Michigan, New Jersey, Cali- 
fornia, Missouri, Indiana, Maryland. 

In Tables I and II we summarize the cumulative effect up to 1930 
of migration from state of birth of Southern-born native Whites 
and native Negroes. Approximately one-fourth of each group 
left the state of birth, the percentage by state ranging for native 
Whites from 14 (in North Carolina) to 36 (in Arkansas), for 
Negroes from 19 (in Louisiana) to 37 (in Virginia and Kentucky). 
The corresponding national percentages were 23.4 and 25.3; the 
native White range in non-Southern states was 8.7 (California) 
to 53.7 (Nevada), the Negro range was 12.6 (Texas) to 75 (North 
Dakota). Relatively more White migrants (8 per cent) than 
Negro (G5 per cent) remained in the South. Of the migrants, 
four-fifths of those who remained in the South and nearly three- 
tenths of all the migrants in each group simply moved into South- 
ern states adjoining the Southern state of birth. For the nation 
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as a whole 48 per cent of all native migrants moved into adjoining 
states; for the South, from 30 (in Florida) to 70 (in Arkansas). 
Of the native Negro migrants who remained in the South, the pro- 
portion moving into adjoining Southern states ranged from about 
four-fifths for migrants from Kentucky to about nineteen-twen- 
tieths for those from Mississippi; for native Whites, from one-half 
in Kentucky to nine-tenths in Georgia, Mississippi, and Tennessee. 
In general, both among native Whites and Negroes, relatively 
larger numbers of the migrants from Southern border states than 


TABLE I 
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of migrants from inner Southern states left the South (see Tables 
I and II). 

Negro migration has followed a decidedly northerly course, the 
Negro migrants going chiefly to the Middle Atlantic States and the 
East North Central States other than Wisconsin. The relative 
number going to the latter division is greater among migrants 
from states lying in the deep or westerly South. (Baltimore, 
Washington, Philadelphia, and Detroit attract chiefly Negro 
migrants from the Southern states lying on the Atlantic coast; 
Detroit, Chicago, and Cleveland, from the Deep South and the 
West South; St. Louis, from adjoining states.) New England 
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has drawn about 25,000 from Virginia and the Carolinas, the only 
significant Southern sources of migranis to that division. Mary- 
land and Washington, D. C. have drawn 67,000 from Virginia, 
44,000 from the Carolinas and Georgia, few from elsewhere. West 
Virginia has drawn 31,000 from Virginia, 8,000 from North Caro- 
lina, 11,000 from Alabama, and a total of about 11,000 from 
Kentucky, Tennessee, Georgia, and South Carolina combined. 
While there has been somewhat of a westward drift, it is not 
important in absolute or relative terms and far less striking than 
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the westward drift of Southern Whites. The westerly Southern 
states have lost about 7,000 to the Mountain States and about 
24,000 to the Pacific division which also attracted 10,000 from 
Southern states bordering on the Atlantic. Texas and Oklahoma 
have drawn only about 8,000 from the Atlantic tier; 28,000 from 
Tennessee, Alabama, and Mississippi; 86,000 from Arkansas and 
Louisiana. The West North Central States have drawn 85,000 
from Tennessee, Mississippi and Arkansas; 26,000 from Kentucky, 
Alabama, and Louisiana; 9,000 from the Atlantic tier. Three- 
fourths of the Southern-born who migrated to the West North 











16 JOSEPH J. SPENGLER 


Central division settled in Missouri. One-half of the Southern 
migrants who remained in the South moved northward, and 
slightly over one-half of those moving into adjoining states moved 
into states lying to the North. Negroes moving northward and 
out of the South and northward within the South comprised 
about three-fourths of all the migrants. (Florida, the only 
Southern state to attract Southern Negro migrants, in 1930 con- 
tained 95,000 from Georgia, 29,000 from South Carolina, 17,000 
from Tennessee, 16,000 from North Carolina, Alabama, and 
Mississippi combined, and 2,400 from Virginia.) It is evident, 
therefore, that the Negro has moved predominantly into states 
where urban and industrial development offers employment 
possibilities. 

Native White migrants from the South in the past tended much 
less than the Negroes to move North; instead they tended to join 
the westward drift of the American population which predomi- 
nated until about 1910. (Census figures show that the Northern 
divisions of states began to gain through net native White immi- 
gration from the Southern divisions after having lost in 1870-1910; 
the Negro influx likewise increased in the present century.) Of 
the native White migrants who had left the South up to 1930, 
less than one per cent went to New England; only 4 per cent to 
the Middle Atlantic, these going chiefly from Virginia and the 
Carolinas. The East North Central States drew 16 per cent of the 
Southern migrants, particularly from Kentucky, Tennessee, and 
Virginia. The West North Central States drew half again as 
many Southern White migrants as the Middle Atlantic, especially 
from Kentucky, Tennessee, and Arkansas. One-twelfth of the 
White migrants went to the Pacific Coast and Mountain divisions, 
particularly migrants from Kentucky, Tennessee, Arkansas, and 
Louisiana. One-fifth of all the White migrants went to Texas 
and Oklahoma, especially those from the southwestern part of the 
South. Certain non-Southern areas exercised localized pulls 
upon the White migratory stream. Maryland and Washington, 
D. C. drew 18 per cent of those from Virginia, 4 per cent of those 
from North Carolina, under one per cent of those from the rest of 
the South, 3 per cent of all those leaving the South. West Virginia 
drew 137,000 White migrants (i.e., 3 per cent of all Southern White 
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migrants), of whom 58 per cent came from Virginia and 26 per cent 
from North Carolina.?! 

In Table III we give data relative to the destination of Southern 
native White migrants in 1920-30. These data indicate that 37 
per cent of all the native White migrants (i.e., 221.3 in 597 thou- 
sand) moved into other Southern states; the others left the South. 
The two states (Florida and North Carolina) which experienced a 
net native White immigration drew 72 per cent of their increase 
from other Southern states. Florida drew three-fifths of its net 
native White immigration from the South, 55 per cent of the White 
migrants who remained in the South going to Florida. Georgia 
alone sent 67,000. North Carolina, which lost 12.7 thousands 
to non-Southern states, attracted a net of 55.7 thousands from other 
Southern states, particularly from South Carolina and Georgia.” 
About 45,000 Southern White migrants entered Kentucky, Tennes- 
see, and Louisiana, on the balance, and, inasmuch as these three 
states suffered a net loss of 179,000, to some extent displaced the 
natives in these states. We have evidence also of displacement in 
South Carolina which gained from Georgia, and lost to North 
Carolina. In general, migration within the South was short- 
distance migration, for seven-eighths of the intra-South migrants 


*1 Florida exercised a Southward pull upon the Whites as upon the Negroes. To Florida 
went 405,000 of whom about 31 per cent came from Georgia. Of all the native Negro 
migrants from the other 10 Southern states, 7 per cent went to Florida; the corresponding 
native White migrant percentage was 9. Of Florida's native population, 47 per cent were 
born outside the state; of those born outside the state, 67 per cent were born in the South. 
Florida experienced a 37} per cent increase in her foreign-born White population whereas 
North Carolina experienced little change and the other nine Southern states lost appreciably. 

22 Lack of space prevents our publishing a table showing the change in 1920-30 in each 
Southern state in respect to each of the other 47 states and Washington, D.C. It must be 
remembered that the movement into Florida was not necessarily always direct. Thus some 
of the Georgia migrants living in Florida in 1930 were probably living in Texas in 1920 and 
moved to Florida in 1920-30. Table III indicates that the West North Central States lost a 
net of 35.2 thousand migrants to the South in 1920-30. Aside from the fact that mortality 
reduced the former net excess of migrants from the South in favor of the West North Central 
States, many of the Southerners formerly living in this division could have migrated to the 
PacificCoast. Ifso, the South’s gain relative to the West North Central States may constitute 
much of the South's loss relative to the Pacific Coast division, and there may not have been a 
net migration of 91.5 thousands directly from the South to the Pacific Coast region. We 
have not sought to measure the extent of this ‘‘secondary’’ migration. For a discussion ot 
secondary migration and its measurement see F. A. Ross and A. G. Truxal, American Journal 
of Soctology, XXXVIII, 1931, pp. 435-44. 
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merely moved into adjoining states. The drift within the South 
was southward if Florida figures are included, northward if these 
are excluded. 

White migrants who left the South in 1920-30 also drifted north- 
ward and on the whole moved shorter rather than longer distances. 
Of those leaving the South on the balance, 11.1 per cent went to the 
Middle Atlantic division; 8.4 to Delaware, Maryland, West 
Virginia, and the District of Columbia; 62.9 to the East North 
Central. Although the Pacific Coast division drew 92 thousands, 
the combined western area (i.e., Pacific, Mountain, and West 
North Central) drew only fifty-eight thousands, or 15 per cent of 
the net migrant loss of the South. If we add the Southern loss to 
Texas and Oklahoma (which drew 75.5 thousands from Arkansas 
and Louisiana but lost 58.8 to the other Southern states) the net 
loss to the West was seventy-four thousands, or 20 per cent of the 
total net loss. Because of the pull of Florida, which drew a net of 
10.6 from New England, the latter division lost 8.1 to the South. 
With the Florida figure eliminated, New England shows a gain 
of 2.5. 

Table III indicates that the Middle Atlantic States drew pri- 
marily, as did Delaware, Maryland, the District of Columbia, and 
West Virginia, from Virginia; they drew in a lesser degree from the 
Carolinas, Georgia, Kentucky, and Tennessee. The East North 
Central States drew most heavily from Kentucky, and in a much 
lesser degree from Tennessee and Arkansas. The West North 
Central division (chiefly Missouri) drew heavily from Arkansas, 
but lost on the balance to the other Southern states. The Pacific 
division attracted migrants primarily from Arkansas and in a lesser 
degree from Kentucky and Tennessee; the migrants to the Pacific 
division may be said to have gone to California, for in respect to 
Washington and Oregon, the South registered a net gain of o.1. 

Turning to individual state destinations, we find that New York 
drew 23.1, 8.4 of whom came from Virginia, the main source, also, 
of migrants into New Jersey and Pennsylvania. The other South- 
ern states, excepting Florida, contributed a sprinkling to each 
Middle Atlantic State. Wisconsin shows a net loss of 1.2 relative 
to the South. Indiana attracted a net of 39.8, of whom 31.9 came 
from Kentucky. Illinois attracted 30.8, of whom 25.8 came from 
Kentucky and Arkansas. Michigan drew 74.4, of whom 49.7 
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came from Kentucky and Tennessee, ten from Arkansas, a sprin- 
kling from the other states (excepting Florida). Ohio attracted 
92.6, of whom 63.1 came from Kentucky, 19.2 from Tennessee. 
In 1920-30, sixteen American states registered a net native 
White immigration of 1,672 thousands; to these sixteen states 
the South sent 567.1 thousand migrants, or 95 per cent of all 
Southern Whites migrating from state of birth in 1920-30. In 
1920-30 14 non-Southern states experienced a net native White 
immigration of 1,427 thousands; to these states the South sent 
390.3, or 65 per cent of all Southern native Whites leaving state of 
birth in 1920-30. 

The figures which we have presented indicate that up to 1930 
migration had carried a relatively large number of native White 
emigrants from their Southern states of birth into states which by 
1930 were giving up emigrants. The secular migratory movement 
in 1920-30, however, was carrying five-eighths of the native 
Whites who left their state of birth into non-Southern states, 
particularly into non-Southern states which were experiencing 
net native White immigration. Over half (55 per cent) of the 
Southern Whites who left their state of birth but not the South 
moved into Florida, the only Southern state to gain migrants on 
the balance from non-Southern states. In short, in 1920-30 the 
Southern White migrants were moving predominantly into states 
which were experiencing net native White immigration in virtue 
of their relative superior economic conditions and opportunities. 
The Southern White migrants, with few exceptions (such as T. L. 
Smith found in parts of Louisiana [Louisiana Bulletin, No. 264, 
July 1935]), were improving their economic condition, as were the 
Southern Negro migrants. The non-secular migratory move- 
ments, however, did not always have this meliorative effect, 
as we show below. 

In passing it is worth noting whether or not the Southern 
migratory movements conform to the so-called laws of migration 
first formulated by Ravenstein and since modified by other writ- 
ers.2* Among the more important of these generalizations are 
the following: 


28 See E. G. Ravenstein, Journal of the Royal Statistical Society, XLVIII, 1885, pp. 167-235, 
LII, 1889, pp. 241-305; Sorokin and Zimmerman, op. cit., pp. 584-607; Niles Carpenter has 
tested certain of these “‘laws’’ with respect to Buffalo, New York. See Carpenter in N. E. 
Himes, ed., Economics, Sociology and the Modern World, pp. 269-83. 
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(2) Migration is, with some exceptions, for short distances. 

(2) Long distance migrants are attracted chiefly by large indus- 
trial cities, ports, new lands, new mining centers, and the 
like. 

G) Net migration in any direction is but a fraction of the gross 
migration in that same direction. 

(4) Each main migratory current has associated with it a 
compensating countercurrent. 

The data which we have presented indicate that Southern 
migration is, and has been, predominantly for shorter rather than 
longer distances. It is probable that, had we data by county of 
birth and for each move of each migrant, the case for short- 
distance migration, or at least for short-distance movements in so 
far as the initial moves of migrants are concerned, would appear 
stronger. However, the principle that Southern migration has 
tended to be for shorter rather than for longer distances must be 
qualified in several ways. First, migrants have not radiated 
evenly, for short or long distances, in all directions from centers of 
emigration, but have moved in the direction of poles of attraction 
(e.g., Florida, Texas, industrial North). Second, as Thornwaite 
and Hamilton also found, an appreciable fraction of Southern 
migrants, particularly of Southern Negro migrants, have responded 
to the pull of distant centers and have leaped, as it were, over 
intervening areas. It is evident, therefore, that the racial and 
other conditions in the areas surrounding foci of emigration are 
important in determining the distance which migrants move. 
It is probable, too, that the nature of the motivation to migrate 
is important in determining the distance of moves. Hamilton's 
study of migration to and from North Carolina indicates that the 
pattern of dispersion of native White immigrants into North 
Carolina differs from that of emigrants from North Carolina, and 
that the latter pattern has changed somewhat in 1880-1930. 
These patterns have varied also according to the race of the mi- 
grants and according to whether they lived in rural or urban 
areas. In short, in so far as migrants move to obtain a differential 
advantage, the distance which they must move to obtain such 
advantage will be conditioned by the race and occupation of the 
migrants and the nature of the geographical and industrial milieu 
surrounding the point of origin of migration. 
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The data presented also support the second generalization as to 
the attractors of long-distance migrants. Southern data also 
confirm the third generalization listed above. For each urban 
migrant who on the balance had left the South up to 1930, 2.33 
had moved into or out of the South, and 1.66 had moved out of the 
South; for each net native rural emigrant the corresponding num- 
bers who had moved were 4.22 and2.61. For each native urbanite 
who had immigrated into the South up to 1930, 2.57 native 
urbanites had left; for each ruralite, 1.62 ruralites had left. (Ct 
must be remembered that place of residence at the time of the 
census, and not origin, determines whether one is a ruralite or 
urbanite; that many Southern-born persons living in non-Southern 
urban communities are really of rural origin.) If the rural-urban 
distinction is ignored, the data indicate that for each native immi- 
grant into the South there were 2.06 emigrants; that for each net 
native emigrant, there were 2.89 migrants. The gross versus the 
net migratory movement differs appreciably, however, when 
migrants are classified by race. As of 1930, according to Odum, 
2.1 native White migrants had entered or left the South for each 
net native White emigrant; 2.82 had left for each who had entered 
the South. The corresponding figures for 1920-30 native White 
migration were 2.16 and 2.71. The corresponding Negro figures 
as of 1930 were 1.07 and 29.44; for 1920-30, 1.02 and 83.89. In 
short, since relatively few non-Southern Negroes immigrate into 
the South (and nearly all of these come from adjoining or adjacent 
non-Southern states), Negro migration is on the balance pre- 
dominantly away from the South. In contrast, White emigration 
is counterbalanced in part by White immigration into the South. 
With the exception of Florida the Southern states draw their 
White immigrants chiefly from states adjoining or adjacent to the 
South; approximately three-fourths of the native Whites who have 
immigrated into the South live in Florida or in the border states 
Arkansas, Louisiana, Kentucky, and Virginia. 

Concerning the fourth generalization—that each main migratory 
current has associated with it a compensating countercurrent— 
the data presented above permit no statement. Data presented 
below do indicate that there was a heavy immigratory return 
movement to Southern areas during the depression. Since this 
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movement was determined by the onset and deepening of the 
depression, it ought to be classed as a cyclical reflex rather than 
as a compensatory movement, for it will not be compensatory in 
the longer run. 


IV 


Our information relative to migratory trends other than the 
secular is more or less limited. This limitation is not significant 
in so far as irregular and random migratory movements are con- 
cerned (e.g., those caused by the boll weevil invasion), for move- 
ments of this sort are of concern in a paper such as this only if the 
cause of population-displacement is permanent. The data on 
interstate and farm-to-city and city-to-farm movements indicate 
much resultless “‘waste-motion’’ migration. Had we data on 
county-to-county, intra-county, and intercensal interstate move- 
ments, even more lost motion would be disclosed, for much of the 
‘“waste-motion’’ migration is not recorded in the federal or con- 
temporary state census returns.** 

The bulk of the material on migration presented in preceding 
sections pertains to what we have called ‘‘secular’’ migration and 
migratory trends. We refer here to such long continued pre- 
dominantly one-direction migratory flows as that from the South 
into the North and East, or that from the trans-Mississippi states 
into California, or that from the farming areas into urban areas. 
The term ‘‘secular,’’ as applied to long continued movements of 
this sort, is somewhat but not wholly analogous to the term “‘secu- 
lar’’ as used to describe economic and industrial trends. In 
general, ‘‘secular’’ economic trends are upward, inasmuch as 
they are conditioned immediately by population growth and 


4B. O. Williams found in a South Carolina area that about five-sixths of the farmers had 
migrated only within their county of residence; that but 4.5 per cent had migrated across 
state lines; that mobility was least among owners, increasing to a maximum in the wage- 
hand group; that Whites were more mobile than Negroes. See chapter viii, especially pp. 
110, 114 in Woofter, Landlord and Tenant. Somewhat similar results were found in rice and 
cane-growing parishes in Louisiana. See T. L. Smith, et al., Southwestern Social Science Quar- 
terly, XVII, 1936, pp. 31-37. Mobility was greatest in the latter area in the population on 
relief. In a sample North Carolina rural population, however, C. H. Hamilton (Raral 
Sociology, 1, pp. 174-78) found mobility from relief families to be below that for non-relief 
families in depression years, and above in prosperous years; he also found mobility to be 
influenced by tenure status and race. 
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invention. Only if the rdle of invention becomes progressively 
relatively less important, or if the market for a commodity becomes 
“‘saturated,’’ does the curve depicting the long-run trend in an 
industry flatten out or bend down. 

Long-run or “‘secular’’ migratory movements may persist, or 
they may diminish and ultimately disappear. Migratory move- 
ments are essentially movements of human factors of production 
whereby interregional, interindustrial, and interoccupational 
balance is improved or restored. Given a complete restoration of 
balance, such movements will cease. Such movements will 
persist only if invention continually progresses more rapidly in 
some regions than in others, or if (other things equal) natural 
population growth is persistently greater in some regions than 
others. Accordingly, since invention progresses at about the same 
rate within all sections of the United States, and since regional 
and sub-regional variations in natural increase are conditioned 
chiefly by the degree of ‘‘ruralism’’ within a region, we may 
anticipate only a continuation of migration from rural to urban 
areas (for urban centers tend to consume rural natural increase), 
and from regions with a relatively heavy rural population to 
regions with a relatively light rural population. If rural-urban 
fertility differences disappear, the absolute and relative amount of 
net migration in one direction will diminish and approach zero 
as a limit. 

In the past in the United States the secular migratory movements 
at times have been accelerated, at other times retarded or even 
reversed by the irregularly recurring upswings and downswings 
in the volume of trade, employment, etc.** In the future, assuming 
no basic changes in the organization and the adjusting mechanism 
of the economy, the longer run migratory trend (whether secular 
or S-shaped) will continue to be alternately accelerated and de- 
celerated by cyclical economic fluctuations. 

With the onset of the depression the South experienced a de- 


*6 Neither for the country as a whole nor for the South do we have data other than school 
census returns on the basis of which to measure year to year fluctuations. C. H. Hamilton 
in a study of the “‘rate of departure’’ of farm youths from North Carolina farm homes in 
1915-34 found this rate to be sensitive to changing economic conditions. See Rural Sociology, 
I, pp. 164-79. 
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celeration of its two secular migratory trends, net emigration 
from the South and net emigration from Southern rural-farm 
areas. Concerning the reversal of the former movement our 
information is limited. If, as the census estimates indicate, the 
Southern population increased about two millions in 1930-35 
and if natural increase in this period approximated one and one-half 
millions, the South experienced a net influx of about a half-million 
migrants during this period. During the preceding quinquennium 
the South sent out on the balance, as we have shown, a half- 
million or more migrants. In 1935 the Southern population 
exceeded by 1.3 millions the population predicted for this area by 
Thompson and Whelpton, on the assumption of a continuation of 
migration as in 1920-30. The depression, therefore, not only 
decelerated but actually reversed the pre-depression trend in 
migration. 

The depression checked the movement of population from farms 
both in the nation at large and in the South. By 1932 more persons 
were moving to farms than were leaving them. In 1930-34 the 
net movement from American farms was only one-fifth as great 
as in either of the two preceding quinquenniums, and the nation’s 
farm population was growing steadily for the first time in a quarter 
century. In the three Southern divisions (South Atlantic, East 
and West South Central) in 1931-35, births exceeded deaths by 
1,675,000 and the farm population increased 805,000; the balance, 
870,000 left the farms. In 1920-30, 3,579,000 persons aged 10 or 
more years (about seven-sixths of the natural increase) left farms 
in these divisions. Had migration continued in 1930-35 as in 
1920-30 the farm population of these divisions would have 
decreased.** 

With the onset of the depression, the movement of the farm 
population in the eleven Southern states reversed that of the 1920's. 
Between April 1, 1930, and January 1, 1935, according to the Agri- 
cultural Census of 1935, the farm population increased 516,000, or 
4.2 per cent; a year later this increase amounted to about 600,000. 
An increase occurred in all but two states (Georgia and Missis- 
sippi). But while the White farm population increased in every 


26 Calculated from Farm Population Estimates, U. S. D. A., October 27, 1936, pp. 8-11; 
also O. E. Baker, Annals, p. 265. 
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state (8.3 per cent in the region as a whole), the Colored declined 
in all but three states (Florida, Virginia, and South Carolina), 
or 3.0 per cent altogether. During the fifty-seven months ending 
January 1, 1935, natural increase in the Southern farm population 
approximated one million, of whom half left farms. Had the 
movement of 1920's continued, about one and one-fourth millions 
would have left in place of a half million and the rural farm 
population would have been about three-quarters of a million less. 

This ‘‘excess’’ farm population, traceable to cessation of migra- 
tion, is not only backed up in the South, but clogs some areas more 
than others, especially those which rank low in long-run economic 
opportunity and from which migrants flowed in the 1920's. T. L. 
Smith has isolated the main Southern areas of increase as revealed 
by the Agricultural Census of 1930. In the counties lying within 
a radius of twenty-five miles of a city of 100,000 or more, the 
farm population increased 21.3 per cent; the White increased 28.4 
per cent, the Colored, 7.0 per cent. One-eighth of the entire 
increase and one-eleventh of the White increase took place in 
these areas. Within the counties containing cities of 50,000- 
100,000 the farm population increased 7.7 per cent; the White, 
13.3 per cent; the Colored remained unchanged. Within these 
counties occurred about 4 per cent of the entire increase, and 3.3 
per cent of the entire White increase. Within the Southern areas 
described by the National Resources Board as ‘‘too poor to provide 
adequate family living and support public institutions and service”’ 
the entire farm population increased 10.7 per cent; the White, 
13.7 per cent; the Colored decreased 1.1 per cent. Within these 
areas occurred three-eighths of the entire increase in the Southern 
farm population, and three-tenths of the White increase. Within 
the “‘better agricultural areas’’ the total farm population dimin- 
ished 1.7 per cent; the White increased 1.0 per cent; the Colored 
declined 4.3 per cent. One-twentieth of the total White increase 
and one-ninth of the total Colored decrease took place in these 
thirty-three top-rank counties. Comparison of the percentage 
growth in the Southern White farm population with that in 
specific categories indicates that within the poor areas the White 
farm population increased three and one-half times as rapidly as 
in the South as a whole; within good counties and counties with 
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larger urban centers the rate was only about half that for the South 
as a whole; within counties surrounding large cities the rate was 
approximately the same as that for the whole region. In general 
the growth was relatively heaviest in the inferior areas. Within 
the Colored farm population this inverse relationship is not so 
definite. Within counties with or adjacent to cities the Colored 
population increased or broke even; but within other ‘‘good”’ 
afeas it decreased, and within the worst areas it increased. In 
general in 1930-35 the relative and absolute growth of the Southern 
farm population was greater in areas of less than in areas of more 
actual and potential economic opportunity.?’ 

The data which we have presented indicate that although the 
rural South is in an important seed bed of the future population 
of the United States, the milieu within which much of the Southern 
population is being procreated and reared is not one suited to bring 
out the potentialities of the human product. The data indicate 
further that the relative cessation of emigration from the South 
and from Southern rural areas has intensified population pressure 
and worsened the milieu within which much Southern reproduction 
is taking place. 

What courses of action are open to the South? What can be done 
to relieve the growing Southern population pressure? What can 
be done to give proper direction and proper volume to migration? 
What can be done to reduce “‘waste-motion’’ migration to the 
minimum necessary to satisfy the wish for change? How can the 
worth of migrants be improved? Can reliance be placed solely 
upon ‘‘natural forces?’’ These questions remain to be considered 
in Part III. 


27 The above figures are adapted from T. L. Smith, Socéal Forces, XV, 1937, pp. 391-401. 
‘‘Better’’ areas comprise three counties in each state not within twenty-five miles of a city of 
100,000 and not containing cities of over 50,000 but ranking highest in relative amount of 
harvested crop land. 
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Active propaganda for the 100 per cent plan of banking calls 
attention to the fact that several approximations to the plan have 
appeared in the United States in recent years. 

First is the growth since June, 1935, of the Checkmaster and 
similar plans, with one of which Irving Fisher has identified him- 
self. In such plans, no specified minimum balance is required of 
the depositor, who pays his bank for the service rendered him ac- 
cording to the activity of his account. The device seeks to in- 
crease the bank’s otherwise restricted earnings by extending its 
service to individuals who desire checking privileges, yet are 
unable to maintain a balance the earnings on which will offset 
the cost of carrying the account. The scheme thus reaches a 
hitherto neglected part of the populace. To depositors of this 
class the bank is essentially a service institution, whose charge 
is measured by the amount of service performed in providing a 
convenient medium of exchange. 

Such plans, it may be added in passing, are the outgrowth of 
the analysis of their accounts by banks, a practice that has been 
given much attention for a number of years. Service charges have 
been imposed in lieu of maintenance of required bank balances, 
but with the primary thought of getting patrons of the bank to 
keep the desired sum on deposit. More recently, metered plans 
have been devised, to vary balance (or charge) according to the 
activity displayed by the account. More detailed account analy- 
sis has been made necessary of late by the low level of interest 
rates and consequent attenuated bank earnings. 

A second form of approximation to the 100 per cent scheme is 
found in certain plans arising from the banking difficulties found 


* With the cooperation of I. Brender, B. Klepper, and E. Rosenzweig (Banking Group, 
Bureau of Economic Research). 
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in the depression. National banks not in condition to be re- 
opened promptly after the banking holiday in March, 1933, were 
placed under conservators, as provided in the Emergency Banking 
Act. The Comptroller of the Currency was authorized to permit 
conservators to accept “‘trust deposits.’” These deposits, which 
wete payable on demand and bore no interest, were either to be 
kept on hand in cash, invested in direct obligations of the United 
States, or deposited with a Federal Reserve bank. They were 
designed to provide depository services which otherwise would 
have been unavailable during and after the banking holiday. 
The deposits were to be repaid in case a receiver was appointed 
to liquidate the bank, but were either to be repaid or credited to 
general deposit accounts and lose their preferred status if the bank 
was reorganized. State laws that authorized banks to operate on 
a restricted basis usually made provision for their acceptance of 
similar ‘‘trust deposits.’’! This was the case, ¢.g., in California, 
North Carolina, Ohio, and Washington, while in New York the 
Banking Board provided for segregated ‘‘trust deposits’ in banks 
subject to limitation of withdrawals by depositors. Both na- 
tional and state plans were temporary in character. 


I 


In April, 1932, South Carolina had already provided an innova- 
tion, which today exists nowhere else. It authorized creation of 
independent cash depositories with a minimum cash capital of 
only $2,500 each, which were to receive non-interest bearing de- 
mand deposits and hold them only in cash, deposits with Federal 
Reserve banks or Federal Reserve member banks, or United States 
government obligations.? If cash were not available, a depositor 
might be paid off in securities at their cost price. Loans of a 
depositor’s money might be made only with his written consent, 
for a brokerage fee, to a borrower selected by him, but this prac- 
tice did not become extensive. The operating expenses were to 
be defrayed by means of service and exchange charges made to 
customers. Not more than one depository might be organized in 
any one place, nor might a depository be controlled by a bank. 
Depositories were to be supervised by the state bank examiner. 


1C. B. Upham and E. Lamke, Closed and Distressed Banks, p. 51. 
2 Acts of South Carolina, 1932, No. 777, p. 1359- 
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The basic act was amended in March, 1933, and again in 1935. 
Under the former amendment,’ deposits need not be non-interest 
bearing, while investment was broadened to include bonds issued 
by the State of South Carolina and its subdivisions, but such in- 
vestment was restricted to 25 per cent of the deposits. The de- 
pository might also redeposit funds in any bank approved by the 
examiner, instead of merely in a Federal Reserve bank or member 
of the Federal Reserve System. In February, 1935,‘ depositories 
wete permitted to redeposit if desired in savings accounts or in 
time certificates of deposit and in March‘ further investment, sub- 
ject to the 25 per cent restriction, was permitted in cotton pro- 
ducers’ notes, with required documents attached, which were 
eligible for sale to the Commodity Credit Corporation. In actual 
practice, such paper has been rarely shown in the statements of 
the depositories, and their bond holdings have been limited. In 
June, 1935,° finally, cash depositories as well as other state bank- 
ing institutions were specifically authorized to join the F.D.I.C. 
All in all, the amendments have been minor in character. 

The act creating depositories, though not the plan, appears to 
be original with South Carolina.? Due to the importance of 


3 Acts of South Carolina, 1933, No. 126, p. 152. 

4 Acts of South Carolina, 1935, No. 22, p. 28. 

5 Acts of South Carolina, 1935, No. 63, p. 69. 

8 Acts of South Carolina, 1935, No. 339, p.482. 

7 Prof. J. M. Chapman informs me that several cash depositories were organized in West 
Virginia, but that they have disappeared. Moreover, in Iowa illegal local ‘‘clearing houses”’ 
had already been established by 1931. The Legislative Committee of the Iowa Bankers 
Association (Proceedings, 1931, p. 117) described them as follows: 

During the emergency period, voluntary and so-called ‘‘Clearing Houses’’ have been 
established in a number of these small towns and even in county seat towns that have been 
left without banks. These so-called ‘‘Clearing Houses’’ are not recognized by law and are 
declared by both the attorney general's office and the State Banking Department to be illegal 
and the time has now come when their continuance and organization cannot be legally recog- 
nized or legally continued. Iowa has a law prohibiting the establishment of any more 
“private banking’’ institutions. The so-called local ‘Clearing Houses’’ ate in a way a 
private banking institution without, however, any like protection for the depositors or 
people who do business with those ‘Clearing Houses.’’ There is no capital stock invested 
and there is no right for assessing ‘‘stockholders’’ for the protection of the people who do 
business with those ‘‘Clearing Houses.’’ It is said that there has been a disposition in some 
of the ‘‘Clearing Houses’ to look toward making investments with funds on hand, all of 
which if followed out would tend to make them do substantially a banking business. Yet 
they are subject to no jurisdiction nor examination by the State Banking Department or by 
any other department of the state government. At least two of them have been held up and 
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cotton in its economic life, the state had been especially hard hit 
in the depression. The banking situation in the state had been 
extremely demoralized by the closing of many banks, which had 
deprived numerous communities entirely of banking facilities. 
Lack of opportunity to change money, cash checks, arrange col- 
lections, etc., had made conduct of business difficult. In the words 
of one intimately associated with its passage, ‘“The Act sought to 
eliminate all of the evils of the banking institutions and to pro- 
vide all of the conveniences thereof.’” Deposits were not jeopard- 
ized by investment, a very real hazard in the opinion of some 
who in the investigation of the state bank examiner's office felt 
that the safeguards imposed by law upon the banks had been 
wantonly disregarded in most institutions that were forced to 
close permanently. Thus the motivation ran partly in terms of 
practical necessities for facilities, partly in terms of safety. The 
additional thought found in the 100 per cent plan, of credit con- 
trol, was absent. 

Originally the depositories were regarded as temporary. Mr. 
A. L. Bird, a prominent Charleston banker, stated at the Conven- 
tion of the South Carolina Bankers Association in May, 1934,® that 
he believed that in most instances the cash depositories eventually 
would be converted into banks. Similar views were expressed in 
the American Banker. With the passage of time, however, this 
view has been modified somewhat. At the present time, the cash 
depository is believed by many to be a permanent institution in 
the state. Especially is this true in small places in which a regular 
bank with its greater overhead could not pay expenses. 

This change in attitude is readily evident when the record of 
the cash depositories is considered. Table I, compiled from the 
reports of the state bank examiner and Polk’s Bankers’ Directory, 
shows the yearly changes in the number of depositories. 





robbed by bank bandits and the deposits on hand lost to the so-called ‘‘depositors’’ because 
the so-called ‘‘Clearing Houses’’ had no insurance. There has also been a disposition by 
some to legalize these so-called ‘‘Clearing Houses’’ but to do so would only be extending 
‘‘private banking’’ in this state without adequate protection for those doing business with 
those ‘‘Clearing Houses.” 

In 1931 a ‘‘bank office’’ law was enacted instead, to provide deposit facilities. 

8 Proceedings, p. §1. 
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The somewhat incomplete data contained in Polk’s Bankers’ 
Directory show maximum assets of slightly over $2,600,000 for 
thirty-nine depositories at the close of 1935. 

Assets have grown steadily, as is shown by the selected data 
tabulated in Table II from reports of the state bank examiner. 

The larger depositories, as anticipated, have tended to “‘gradu- 
ate’’ into full-fledged banks. The two depositories acquired by 



































TABLE I 
Ygarty CHaNczs in Numszr or Dzposirorizs 
—— IN EXISTENCE 
YEAR = : AT CLOSE OF 
voy | ome! | eee | =e 
1932 20 20 
1933 12 2 I 29 
1934 9 2 x 33 
1935 9 2 39 
1936 (to Oct. 1) 4 2 41 
TABLE II 
GrowTH IN Assets or DeposrTorRIEs 
(oco omitted from dollar items) 
NUMBER CASH 
DATE peres- | LOANS | BONDS a ASSETS | CAPITAL p.4 DEPosITS” 
ITORIES BANKS 
Sept. 30, 1932 ee eee $32 $307 $344 | $45 $2 $295 
June 30, 1934 a eevee 446 884 1,336 73 20 1,241 
June 30, 1935 35 33 397 | 1,115 | 1,558 88 38 | 1,427 
June 30, 1936 41 25 647 1,618 | 2,315 103 55 2,1§0 





























* Includes undivided profits and reserve fund. 
b Includes cashiers’, certified and dividend checks. 


other banks in 1934 were essentially temporary in nature, being 
created in May, 1933, in the larger centers of Orangeburg and 
Spartanburg, and having assets at the close of 1933 of $117,000 
and $312,000 respectively. A newly established bank acquired 
the former, an existing institution the latter. The depository 
absorbed for a branch in 1934, however, was relatively small in 
size, having assets of only $37,000 at the last preceding available 
statement. Again, the first depository converted to a state bank 
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was in existence only a few months. The others converted to 

state banks had the following assets in the last statement available 

prior to conversion: 1934, $35,000 and $44,000; 1935, $66,000 and 
384,000; and 1936, $62,000 and $100,000. 

The institutions just mentioned have in general been located in 
the larger centers, rather than in smaller places. Yet depositories 
remain in four centers in which there are now banks; in one of 
them, in fact, there are two banks instead of only one. However, 
the three largest centers, namely Charleston, Columbia and Green- 
ville, have been untouched by the movement. Of the fifty-four 
depositories which have been created to date, seven were in cen- 
ters that had had no banking facilities for several years prior to 
the establishment of the depositories. This was especially 
noticeable in the case of those created in 1935 and 1936. The re- 
maining places in which depositories were created had had either 
one, or more rarely, several banks, in some cases local banks, in 
others branches. In some places the bank closing was followed 
promptly by the organization of a depository, but in others— 
especially places in which the People’s State Bank closed in 1931— 
a lapse of years intervened. In two cases, also, a bank entered 
voluntary liquidation and was succeeded by a depository. 


Il 


A clearer picture, perhaps, may be gained by comparing the 
available data for depositories with that depicting the situation 
of the banks. At the middle of 1936, according to the state bank 
examiner, the twenty national and ninety-one state banks, twenty 
branches and forty-one depositories had total deposits of $130,- 
208,000 and total resources of $145,666,000.° At that time the 
total deposits of the cash depositories were only $2,150,000 and 
their total resources were only $2,315,000. This discrepancy in 
volume of operations is further borne out when the relative size 
of the individual institutions is contrasted. Table III gives a 
frequency distribution, by assets on June 30, 1936, of cash deposi- 
tories, national and state banks. 

Before drawing conclusions from the data cited, a few further 


® On June 30, 1936, the twenty national banks in the state had deposits of $68,160,000 out 
of the total of $130,208,000 shown by the 152 national and state banks and cash depositories. 
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observations may be made on the general status of banking in 
South Carolina. The state was formerly seriously overbanked. 
On June 30, 1920, it had 456 national and state banks located in 
236 towns. In May, 1933, the number had shrunk to 113 active 
institutions (in addition to twenty-five branches), located in 109 


TABLE III 


Frequency DistrisuTIon, BY AssETS ON JUNE 30, 1936, OF Caso Deposirories, NATIONAL AND 
State Banxs 














ASSETS 4t CASH DEPOSITORIES | 20 NATIONAL BANKS | ™* perenne 
o- $24,900 10 I 
25 ,O00- 49,900 13 4 
50,000- 99,000 Iz 6 
100,000- 149,000 4 7 
1§0,000- 199,000 I 8 
200,000- 249,000 I 8 
2§0,000- 499,000 3 29 
§00,000- 749,000 4 10 
750,000- — 999,000 ca 6 
I ,000,000- 1,499,000 2 7 
T,500,000~ 1,999,000 5 
2,000,000- 2,999,000 3 2 
3 ,000,000-~ 3,999,000 2 t 
4,000,000~ 4,999,000 
5 000, 000~ §,999,000 2 
6,000,000- 6,999,000 I 
7 ,000,000- 7,999,000 I 
35 »OOO ,000~39 , 999,000 I 








* Branches shown separately; two located in same city (Charleston) as the head office. 
Assets of branches were as follows: 
June 30, 1936 
100,000- 200,000 
I, §00,000-I , 999,000 
3,000, 000~3 , 999,000 
5 1000, 0007S » 999,000 
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places.!° In mid-1936, according to Polk’s Bankers’ Directory, 
the number of banking institutions had risen to a total of 150, 
made up of 109 banks with twenty-one branches, serving ninety- 
four towns (nine of them by branches only) and forty-one deposi- 
tories, serving thirzy-seven additional places. The 150 imstitu- 


10 F. W. Jones, in H. P. Willis and J. M. Chapman, The Banking Situation, pp. 321-322. 
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tions, therefore, had 171 offices and served 131 places. But only 
twenty-eight towns are served by more than a single institution, 
thus correspondingly limiting competitive pressure upon the 
banks. In 1920 there was one banking office for 3,700 people, in 
1933 there was only one per 12,600 and in 1936 one per 10,200 
people.'! Whether as great a number of offices should be provided 
as existed in 1920 must be answered in the negative. A large 
proportion of the population of the state is colored, and an ex- 
cellent network of roads now exists that formerly did not. 

The present banking system of the state thus involves, first, a 
small number of national banks, which have the bulk of the 
branches and the bulk of the deposits; second, a substantial 
number of medium-sized banks, that serve the moderate-sized 
centers; and third, a smaller number of depositories that serve the 
smaller communities. 

The depositories do not find sufficient business to justify a capi- 
tal of as much as $10,000 or, even less frequently, $25,000. They 
operate largely in rented quarters, with a small staff, and with 
the minimum capital permitted, namely, $2,500. Less overhead 
permits them to operate with a smaller volume of business, de- 
spite the minority of earning assets they possess. Their charges 
are reported to be substantially the same as those of banks. The 
service charge to depositors, both for depositories and for banks, 
varies with the activity of accounts, and the exchange charges of 
both tend to be uniform. The only generalization that can be 
made is that, on the whole, exchange charges at non-competitive 
points, whether made by either banks or depositories, exceed 
those found at competitive points. 

In certain states, such as Iowa and North Carolina, banks may 
establish stations for the mere receipt of deposits, rather than the 
conduct of a ‘‘full-fledged’’ banking business. These are reminis- 
cent of the additional offices or teller-windows that national 
banks were permitted to establish in 1921 under the ruling of the 
Comptroller of the Currency. Some feeling exists in banking 
circles that such offices are preferable to independent institutions, 
since the greater aggregate volume of business handled should, it 
is believed, provide greater financial strength and more systematic 


11 Applying 1933 and 1936 bank data to 1930 population. 








36 W. H. STEINER 


and regular conduct of the business. This is but one phase of 
the long debated branch versus unit-banking question. It is 
complicated in South Carolina by the popular prejudice against 
branch banking engendered by the unfortunate closing of the 
People’s State Bank in 1931—a closing that might have been 
averted had the agencies later created been available then to aid 
it. And it is complicated by the rise since 1932 of new govern- 
mental loan agencies, which make it much more difficult for banks 
to find a volume of loans sufficient to yield adequate earnings. 
However, the need for additional depositories would seem to be 
limited. Unless the “‘ideal’’ of 1920 with respect to banking 
facilities in proportion to population still holds, few additional 
banks are required. And depositories in many instances will not 
be needed to succeed failed institutions (unless the business at 
the place in question does not warrant a regular bank), since the 
F.D.L.C. either provides a new institution in place of the one 
that has closed, or makes the deposits available in an existing 
institution. 

Curiously, twenty-two of the forty-one depositories are now 
members of the F.D.I.C. Several joined the Temporary Fund at 
the outset in 1934, in which year thirteen became members, and 
nine more joined in 1935. In general, they are the larger institu- 
tions, having in the aggregate about two-thirds the total resources 
of the depositories.12 Yet their only chance of loss, other than 
through robbery and defalcation (against which they are insured 
and bonded, respectively) would appear to lie in the failure of 
correspondent banks with which they keep balances.'* These 
correspondents are largely if not entirely members of the F.D.I.C., 
but this fact would protect deposits only up to $5000. To the 
extent that they maintain a balance with a single correspondent 
in excess of that figure, the cash depositories might suffer loss. 
Their own participation in the F.D.I.C. serves to reassure their 
patrons about the safety of the latter’s small balances. Since 
widespread bank failures appear unlikely for some time, the par- 

2 Doubt has been expressed whether the remaining depositories will be able to obtain 
insurance in future, since the F.D.1.C. is now requiring that insured banks in the state possess a 
capital of not less than about $30,000. 


13The three depositories that have gone into voluntary liquidation have paid their 
depositors in full. 
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ticipation in the F.D.1.C. by half the cash depositories must be 
attributed to an excess of caution, perhaps explainable by their 
own and their depositors’ vivid memories of preceding bank 
closings in the state. 

All of this, it may be objected, tells us but little as to the merits 
of the 100 per cent plan. We see merely that the plan seems to 
work in the field it has selected, namely, small business in small 
places. But the field is limited, and the period of operation short. 
On a more extensive scale, the depository has faced the need for 
local loan facilities and the frequent lack of other means of supply- 
ing them. Coupled with the profit opportunities that have beck- 
oned to the institution, these factors have tended to induce the 
larger depositories to convert themselves into full-fledged banking 
institutions of a more conventional type.'* In short, extraneous 
factors concerning the organization of the banking system pre- 
vented the South Carolina system of cash depositories from furnish- 
ing an ideal ‘‘laboratory’’ test of the 100 per cent plan. But even 
among the depositories, the need for what are essentially temporary 
advances appears; prior to collecting the cotton draft, e.g., the 
depository virtually must furnish the cash to pay for the cotton. 
This procedure is quite customary in the South, and the deposi- 
tories undertake it. Perhaps it is a concomitant of variable, such 
as seasonal, in contrast to the steady flow of income. Whether 
the strict divorce of the deposit function from the other banking 
functions, that the 100 per cent plan contemplates, is practicable, 
remains to be seen. Wider experience, over a longer period, is 
required. 


14 A well-known banker therefore feels that increased money rates may hasten the process 
of conversion and suggests that the cash depository may after all prove merely to be ‘‘a 
preliminary step to zone branch banking.” 











MARGINAL PRODUCTIVITY VERSUS 
CLASSICAL RENT 
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University of Florida 


The purpose of this paper is to demonstrate that the classical 
rent doctrine and the marginal productivity theory of pricing are 
mutually incompatible. In order to prove this thesis a concise 
mathematical statement of both doctrines will be given, and it 
will be shown that when the values given by one theory are sub- 
stituted in the formulae of the other theory the results obtained 
are absurd. 


I 


The marginal productivity theory! assumes that the production 
of any given good, say the B good, is carried on by a large number 
of producers, so large in fact that each one may regard the effect 
of his behavior on the price of the productive agents as being 
negligible. It is assumed, furthermore, that each producer tries 
to maximize his profits by minimizing his costs for a given output 
or maximizing his output for a given total cost. These two 
assumptions are commonly understood by teachers of elementary 
economics. It seems to be not so well known that the marginal 
productivity theory imposes certain important restrictions on the 
nature of the technical conditions of production. These will be 
inserted in the argument as the need develops. 

Let Q, represent the quantity of the B good produced; while 
Py, Po, +++ Pi; Ti, To, +++ Tj; and Ky, Ke, «+--+ K,, represent the 


1 Perhaps the best statement of the marginal productivity theory previously printed in 
English is that given by Mr. Henry Schultz in his ‘‘Marginal Productivity and the General 
Pricing Process,’’ Journal of Political Economy, XX XVII, pp. 505-45. Mr. Schultz's analysis 
is based upon that of Léon Walras’s Eléments d’ Economie Politique Pure, although Schultz avoids 
certain errors made by Walras. The treacment in this paper follows Schultz's analysis in 
part but introduces some important changes suggested by H. H. Germond of the Department 
of Mathematics, University of Florida. 
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quantities of each productive agent employed to produce Q,, 
where P, T and K stand for labor, land and commodity capital 
respectively. Thus P, would be the amount of the first grade of 
labor employed, P; the amount of the ith grade of labor, T; 
the quantity of the best grade of land utilized, T, the quantity of 
less productive land, and so on. Then the production equation 
may be written as follows: 


Q. = FCP, Po --- Pi, Ti, Tz «++ Tj, Ki, Ke -+* Kn) (a) 


which says that the amount of B produced depends in some way 
upon the quantities of production goods utilized. It will sim- 
plify the notation to make use of only three symbols for the pro- 
ductive agents; namely, P, Tand K. This does not mean it is to 
be assumed that only one grade of land, labor and commodity 
capital actually is employed in production. The simplified nota- 
tion is merely an economy of writing, not a simplification of 
theory. The mathematical analysis follows the same procedure 
for three productive agents as for any number, and leads to the 
same results. The simplified production equation becomes 


Q = FO, K, T) Q@) 


This is one of the two fundamental equations of the marginal 
productivity theory. The other is the total cost equation. Let 
the total cost of producing Q, units of B be represented by C;; 
while p,, ~:, px ate the unit prices paid for labor, land and com- 
modity capital respectively. Then it is obvious that the cost 
equation is given by 


Co = ppP + peK + piT G) 


Now, it is necessary to assume there is a unique equation like 
(2) connecting the output with the input of all the factors of pro- 
duction and that this equation is homogeneous in the first degree 
in order to arrive at the results of the marginal productivity 
theory.’ 


2 Mr. Schultz makes the first of these assumptions and several others; then he proves the 
production equation must be homogeneous in the first degree. It seems to the writer just as 
effective to make first degree homogeneity one of the outright assumptions because the 
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With the benefit of the first of these two assumptions each pro- 
ducer may set his output at a desired amount and proceed to maxi- 
mize his profits by manipulating the amount of land, labor and 
commodity capital used until he finds the combination where his 
total costs are a minimum. It already has been assumed the 
producer will proceed as if his operations had no effect upon the 
prices paid for the productive agents; hence his total costs are 
entirely determined by the proportion of land, labor, etc., employed 
to obtain the given output. 

The producer may vary the amount of all the factors of produc- 
tion and still obtain the same output by virtue of the assumption 
that there is only one equation connecting the quantity of goods 
produced with the input of productive agents. He can be sure that 
he can reduce the amount of any agent used and still get the same 
output by increasing the “‘dosage’’ of another agent, or others. 
If there were any factor of production which had to be used in a 
fixed amount to produce a given output, there would have to be 
more than one production equation; i.e., there would be a set of 
simultaneous equations describing the technical conditions of 
production rather than a single one. If the amount of K were 





subsidiary conditions on which Schultz's proof is based are no more realistic than the ho- 
mogeneity condition itself. 
First degree homogeneity of the production equation requires that 


BQ» = F(BP, BK, BT) 


where 8 is any constant. This means that if the input of a// the productive agents is increased 
by any given percentage, then the output will be increased by that same percentage. 

Ignoring variations in efficiency of utilization of plant capacity, it would seem to be 
inevitably true that the production equation must be homogeneous in the first degree. As- 
suming plant to be always operated at peak efficiency, it would seem to be true as a matter of 
common sense, for example, that doubling the number of main lines and sidings, locomotives 
and cars, laborers and fuel—the quality remaining the same—would double the ton-miles of 
transportation produced. Again, increasing by a given percentage the acreage of a given 
quality, the amount of seed, fertilizer and labor ought to increase the crop by the same 
percentage. 

Moreover, variations in plant efficiency have already been abstracted from by the assump- 
tion that the production equation is unique, and first degree homogeneity of that equation 
would therefore seem to follow from that assumption plus common sense. It may seem un- 
reasonable to abstract from the variations in plant efficiency ; for such variations undoubtedly 
exist among competing producers at any given time; but in the long run the probable tendency 
is for costs to be uniform, which in turn requires uniform efficiency. 


ee 
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fixed but P and T were variable, the situation would be described 
mathematically by two simultaneous equations, viz., 


Q = FP, T) Q-a) 
Qs = F.(K) @-b) 


This circumstance is ruled out by assumption. The necessity of 
this assumption will be pointed out later.* 

With variability of all the factors of production assumed the 
producer proceeds to locate the best combination by finding that 
one which minimizes his total cost for a given output. In mathe- 


matical language this requires that two conditions shall obtain 
simultaneously, viz. 


dQr 
dCy 


re) (4) 
o (3) 


That is to say, the change in output is held at nil while the costs 
are varied until they reach a minimum.‘ 

Now, formulae (4) and (5) imply that a minimum cost shall 
really exist, which may not be the case. The cost equation (3) 
itself does not have a true minimum.’ But there may none the 
less be a minimum cost for @ given output, and in fact there will be 
if the production equation is of such nature that diminishing 
productivity shall obtain with respect to all the productive agents. 
This is another tacit assumption made by the marginal productivity 
theory, reasons for which are explained below. *® 


Il 


3See page 48, infra. Although necessary to the marginal productivity theory, there are 
many cases where this assumption would not seem to agree with the facts. Take the case of 
the production of shoes of 2 given style and quality of leather, for example. It is impossible to 
vary the amount of leather used per shoe; in other words it is impossible to reduce the leather 
consumed and produce the same quantity of shoes. The loss of leather may not be compen- 
sated by any amount of labor or machinery,etc. On the other hand the production of a given 
size of crop may be obtained (within limits) by reducing the acreage and increasing the 
application of labor and fertilizer, or by increasing the dosage of labor and reducing the 
fertilizer, andsoon. The technical conditions of the industry seem to warrant this particular 
supposition of the marginal productivity theory in the latter case but not in the former. 

4 Strictly speaking, either a maximum or a minimum may be found where the differential 
is equal to zero. Inspection of neighboring values will determine which is correct. 

5 This is true because the value of the Jacobian determinant is zero, which is also the case 
with regard to all the higher order partial derivatives. 

6 See page 46. 
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Now, condition (4) requires that 


Pte cK +o 7A =o, (6) 


while condition (5) requires that’ 
pAP + pdK + pdT = 0. @ 


Multiplying (7) by an unknown constant, A, and subtracting (7) 
from (6) gives 


or aP — dppdP + or aK ~ Wa 4. on aT —rp.aT=0 (8) 


Factoring this expression yields 


(& - i») dP + (= “ rn) aK +4 (= * .) T=0 (6) 


By a well known mathematical theorem where the sum of several 
terms is identically equal to zero, the coefficients of each term 
must equal zero. Hence, 


aF ) 
g 7 =e 
aF 
= \ 
aK — AP; Oo (10) 
aF 
eT? 





Multiplying equations (10) by P, K and T respectively and trans- 
posing yields 


aF 

HF 

aF 

ai on Wa } 

AP, K (11) 





7 It may be wondered why the minimum value condition for C; is not given by setting all 
the partial derivatives of (3) equal to zero. This would be impossible unless pp, px and py 
were all equal to zero, which would be absurd The identity (7) also requires prices to be 
zero until the additional restrictions of (6) are taken into consideration simultaneously 
with it. Then the result is different as seen in (8), (9) and (10). 
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The following result is given by adding together the terms on each 
side of formulae (11): 


aF oF oF 


Since the production equation is assumed to be homogeneous in 
the first degree, it follows by Euler’s theorem that 


oF oF aF 
D = pPt+RKt+ at (33) 
Whence (12) becomes 
Qs = Ce (14) 


In other words the total money cost bears a fixed ratio to the out- 
put. The industry must therefore be a constant-returns industry. ® 
From this it follows that the marginal cost is equal to the average 
cost and both are equal to the constant 1/4, viz., 


a, _ KON) _1_G Gs) 
Q, MM dr QD ; 

Now, under competition of buyers and sellers the unit price of 
the product must equal either marginal cost or average cost; 
economists are divided as to which. In this case it does not 
matter, for they are the same. In the language of symbols, then, 
po = 1/X%, and total costs equal total money receipts, i.e., 


PQ = Cr G6) 


8 It will be noted that the industry is assumed to be one of constant returns even though 
it is also subject to variable productivity, as above noted. This calls attention to the fact 
that the two concepts, diminishing returns and diminishing productivity, are quite different. 
The returns are said to be increasing, constant or decreasing according to whether 


#0, 
FQ > 
i 


it being assumed tacitly that the most efficient combination of productive agents is utilized 
in reckoning costs and output. Increasing, constant or diminishing productivity is said to 
obtain with respect to a factor of production, T;, even as 
32 
mS « 
aT? 





®It should be noted that it was necessary to assume that the production equation is 
homogeneous in the first degree in order to prove that ps is the reciprocal of the unspecified 
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Substituting p» for 1/d in equations (11) yields 





oF 
Pp = ap fe 

F 
P= Se Pt G7) 
ht = ab 


This is the final conclusion of the marginal productivity theory; 
namely, that the unit price paid for each agent of production must 
equal its marginal productivity where the latter is defined as the 
additional money return per unit of that factor applied which 
accrues to the producer when he increases the amount of it em- 
ployed by a very small amount, while the other factors are all held 
constant. When such prices have been paid the total returns are 
exactly exhausted as required by (16). 

An instructive geometrical interpretation of the marginal 
productivity theory may be visualized if it be assumed for the 
moment there are only two factors of production, say land and 
labor. Plot the amount of these utilized in production in a two- 
dimensional diagram in the horizontal plane (see Chart I). Then 
the total money cost of production, C,, may be shown as a plane 
(MN), the vertical distance of which above the P, T plane repre- 
sents the cost of production when a given amount of P and T are 
utilized. Given the assumption that there is only one formula 
connecting the output Q, (not shown on the diagram) with the 
factors of production, then it is possible to draw an isoquantic 
curve, A;A,, in the P, T plane. Then any point on this isoquant 
represents a combination of P and T which will produce the same 
quantity of 0». A point down near the T axis represents a small 





multiplier, A. This must be proved in order to pass from equations (10) to the final conclu- 
sion of the marginal productivity theory, as given by (17), infra. If, as contended by Cassel 
and others, there is no justification for the homogeneity assumption in fact, then the marginal 
productivity theory must fail. 

10In case the production equation is Q, = mP'/4T3/*, the formula for the isoquant be- 
comes the hyperbola 


re (Balm 


pia 
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amount of P and a large amount of T. Near the P axis would be 
another combination calling for more P and less T. Let there 
be erected a cylindrical (not circular) surface perpendicular to the 
P, T plane and tracing the path of the isoquant, A,A;. This plane 
will intersect MN at the top of the diagram to form the isoquantic 
cost curve, B,B,, in the cost surface. The B,B, curve represents 
the variable cost of producing the given quantity of B goods, 
the variation depending upon the combination of factors indicated 












































CHART 1 


by A:A;. The projection of the lowest point on this curve in the 
P, T plane will indicate the best combination of the factors of 
production. In the diagram this would be OP, units of P and 
OT, units of T. 

It should be noted that there will be no true minimum cost, 
even for a given output, if the condition of constant productivity 
obtains, while the production equation is homogeneous in the 
first degree. That is to say, in case 


aQ a°Q 
ap? a O aT? (18) 


ll 
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then. the isoquant A,A; would be a diagonal line, and the iso- 
quantic cost curve B,B, would be a straight line. It might be a 
horizontal line, or it might have its lowest value where it runs 
‘“‘out of bounds,”’ and in neither circumstance would it have a true 
minimum. In these circumstances the conditions (6) and (7) 
would not be satisfied, and the prices paid for P and T would not 
equal their marginal productivities necessarily. The producer 
would utilize either P or T exclusively, and there would be no 
guarantee that this would bring the results of (17). Plainly the 
marginal productivities must be variable if they are to be adjusted 
to the prices of the productive agents. This means the relation 
between the factors of production must not be an additive one like 
the following: 


Qo = aP + BT + yK (1g-a) 
but must be a multiplicational one of this nature: 
Q» = mP*T®K* (19-b) 


where a + 8 + y = 1.00. Moreover, the marginal productivity 
theory apparently makes the tacit assumption that the exponents 
a, B, y, etc., are all positive and less than 1.00. This is probably 
a reasonable supposition because a negative exponent would imply 
a negative productivity for the given factor of production. Rea- 
sonable or not, it may be shown very readily that the assumption 
is a mathematical necessity in the case of only two factors of pro- 
duction.!! In that case the marginal productivities will both be 


11 In case of only two productive factors the formula for the isoquant is, in general 


Qe 


pe = — 


mT® 


where a = 1 — 8, whence it may be written 


Opt! a-) 

ss oe OTF (1-#) 

ml G-8) TB/ a-B) 
where for any given output @ is a constant. Now incase 8 < o, the exponent of T becomes 
positive and the isoquant is an exponential, the projection of which in the cost plane will not 
have atrue minimum. If 8 were positive but greater than 1.00, then a would be negative and 
the same circumstance would obtain. 

It is interesting to note that if one of the two marginal productivities should be negative, 
increasing productivity would obtain with respect to both factors, i.e., the second partial 
derivatives will both be positive. Cf. footnote 8, supra. 
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positive, but they will both be diminishing, also. In that case a 
true minimum will exist for the total cost of producing a given 
quantity of B. 


Suppose at a given ratio of P to T it were found that p, < ot. 


Then it must follow that p, > ar because by (16) total costs 


must equal total receipts. In case the productivities are both 
decreasing the producer would increase the amount of T employed, 
thereby reducing its marginal productivity, and decrease the 
amount of P, thereby raising its marginal productivity until p, 


and p, were equal to -. poand <4 po respectively, at which point his 


costs would have to be a minimum as required by formulae (6), 
(7) and (17). 

Intersecting the cost surface with another cylindrical surface 
following another isoquant A:A2 would produce a different mini- 
mum value for C,, and this minimum value would be over a point 
in the P, T plane calling for different absolute values of P and T, 
but in the same relative quantities as before. Suppose, for exam- 
ple, the isoquant A2A:2 represented twice as much production as 
A,A;. By virtue of the homogeneity condition this doubled 
output would call for a doubling of input in one or another of the 
various ratios represented by A,A,, and for each ratio the total 
costs would be doubled, and these doubled costs would bear the 
same ratio to each other as the respective undoubled costs bear to 
each other. Hence the ratio of productive agents bearing the 
lowest total cost would be the same for the doubled output as 
before. This in turn requires the marginal productivity of each 
factor to be the same as before, because the partial derivatives of 
an equation homogeneous in the first degree must be constant 
so long as the ratio of the independent variables is constant.'* 
Thus the marginal productivity of a factor is independent of the 


12 This is true for more than two independent variables as well as for two. The truth 
of it is easily seen in the case of two, for then, if P/T = k, a constant, P = kT, and 


Q = FAT, T) = TFC, 1) 
aQ 


aT = F(k, 1) = constant. 
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volume of production, and various producers with different 
outputs all find their minimum costs at the point where the prices 
paid for the factors of production just equal the respective marginal 
productivities. In the geometrical terms of Chart I this means 
the point of optimum proportions in the P, T plane follows a 
straight line path as the output increases. 

In the case of only two factors of production as illustrated in the 
diagram, if the amount of one necessary to carry on a given pro- 
duction were a fixed quantity, then the necessary amount of the 
other factor would also be a fixed quantity. Then the isoquantic 
“‘line’’ in the P, T plane becomes a point determined by the 
necessary combination of labor and land, and there will be no 
guarantee whatever that when used in this ratio the marginal 
productivity of each factor will be equal to its price. The pro- 
ducer is not free to vary the combination until that result is 
reached. Technically speaking there are two equations of pro- 
duction instead of one, which is contrary to the assumption of the 
marginal productivity theory. 

The marginal productivity theory as just stated, and as stated by 
Walras, Schultz and most other writers, does not give a solution 
to the problem of the rate of interest. According to the theory 


just given the term K a p> is the total return to the suppliers of 


commodity capital, and this includes a payment for the capital 
actually used up as well as the net return or interest. It is the 
selling value of their capital. The net return, or appreciation, of 
that capital over a period of time must be known in order to find 
the rate of interest. To do this the time factor must be introduced 
formally into the production equation. Wassily Leontief* has 
tried to make this introduction of the time factor in an article of 
recent date.'* He reaches the conclusion that the net return to 
capital is equal to the marginal productivity of time itself, i.e., 
to the increase in output per unit increase in the time required for 
the production to take place. On the other hand the writer has 
shown that if the average period of production of all capital is 
sensibly constant, then the instantaneous rate of net earnings of all 


13 See ‘Interest of Capital and Distribution,’’ Quarterly Journal of Economics, XLIX, p. 147, 
et seq. 
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capital (dollar value) is simply the increase in rate of sales of 
society as a whole during the period of production." 


II 


The mathematical statement of the classical (Ricardian) rent 
doctrine is comparatively simple. Its basic equations are the same 
as (2) and (G3) given above, with some important differences. In 
the first place the price paid for the services of land, i.e., the rent, 
is not considered by classical doctrine to be a cost from the social 
point of view. This means the total cost of production for pro- 
ducers as a whole must be written 


Cy = ppP + pxK + 0-T (20) 


In the second place the Ricardian theory breaks with the pro- 
ductivity theory in assuming that on the whole producers cannot 
vary the amount of land utilized—that necessity compels them to 
use all the productive land available, and nature forbids the 
creation of more of it. This amounts to hanging a restriction on 
the production equation 


Q, = FCP, K, T) (2) 
to the effect that 
adT=0 (21) 


Then, by virtue of this restriction it is argued that the resulting 
modified production equation, 


Q, = F'(P, K) (22) 


is not homogeneous in the first degree.!® Increasing labor and 
commodity capital by a given percentage does not increase the 


14 See ‘‘Fundamental Principles of Profit,’’ The Southern Economic Journal, Il, pp. 161-74. 

18 This is the situation at the intensive margin of cultivation, where the dosage of labor and 
capital is increased on a fixed quantity of the better grades of land. At the extensive margin 
the land would be a variable factor of production in the sense that it could be increased by 
bringing into use poorer grades previously uncultivated. However, for the purposes of 
this paper it does not matter whether the Ricardian statement of the production equation is 
written as in (22) or as in (2). The essential point is that in either case the rent doctrine 
assumes that diminishing returns obtain, and the criterion of diminishing returns (see foot- 
note 8, supra) does not explicitly depend upon the form of the production equation. 

Moreover, when one tries to synthesize the rent doctrine with the marginal productivity 
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output by the given percentage because it is assumed that the 
efficiency of labor and capital declines as more applications are 
made to a fixed quantity of land. A condition of decreasing 
returns, or increasing cost, is said to obtain, viz., 


== <o @3) 
dC, 
The Ricardian doctrine further maintains that by virtue of (23) 
the marginal cost per unit is always greater than the average cost 
per unit which signifies that'® 


a,  G 
d0,~ Os (24) 
With this set of postulates the classical rent doctrine concludes 
that each producer will seek to maximize his net returns by 
offering for sale that quantity of goods which must be disposed of 
to bring about this result. Let c, be the total cost of a given 
producer and q, his output. His problem is to maximize his net 
returns 7, where 


w = pogo — Co @s5) 
There is only one variable in this equation since each producer is 
assumed to regard his influence on p» as negligible as well as his 
influence on p, and px, the prices paid for the productive agents 
labor and commodity capital. The problem then is solved by 
setting the derivative of (25) with respect to the variable factor 
equal to zero:— 
at Pe d(prq — %) a 


Ss om oO, (26) 


which gives 


dt, 
Po = 74s (27) 





theory the results given by (33) infra will obtain regardless of which way the production 
equation is written. The results of (33) follow regardless of whether (22) or (2) is used as 
the production equation because in the former case there is no term,OF/OT, while in the latter 
case the value of that term will be zero when the Ricardian assumption is made that the cost 
of land is zero. 

16 Formulae (23) and (24) apply to aggregative or market functions, but it is also assumed 
that each individual producer finds himself subject to diminishing returns and that therefore 
his marginal cost will be above his average cost. 
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In other words the most profitable supply price is the marginal 
cost. Each producer is therefore assumed to offer his product at 
marginal cost, offering the quantity which he can produce at that 
cost. The sum of the individual offerings of all the producers 
makes up the market supply. The market supply curve is a 
consolidated marginal cost curve (dC,/dQ.) lying above the 
consolidated average cost curve because each of the individual 
marginal curves is above its respective average cost curve. The 
intersection of the market supply curve with the demand curve 
determines the price of the good and the amount sold. 

The total economic rent received by all landlords, R, is held by 
the Ricardians to be equal to the difference between the total cost 
and the total amount received from the sale of the product, which 
difference is given by 


R = PQs - G; = a2 _ CG, (28) 


The average rent per acre, p,, is found by dividing the total rent 
by the number of acres.!7 


Rk Ga G&G PR G 
MTT OTA TT G9) 


Il 


If two theories are mutually compatible and they both give 
formulae for the same things, then it should be possible to sub- 
stitute the values given by one theory into the formulae of the 
other without getting absurd results. By way of contrast, if one 
theory says Y = + X, while another theory says Y = —X, then, 
substituting in the first the value of Y given by the second gives 
—X = +X, which does not make sense. Plainly, the two 
theories are inconsistent. Either one of them is in error, or both 
of them. 

One may apply this reasoning in the present case by substituting 


17 The rent of land of a given grade would be the total receipts from the product raised on 
that particular land minus the total cost, and the rent per acre would be the quotient of this 
divided by the number of acres. 
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in formula (29) the values for Q, and C, given by formulae (13) 
and (3) of the marginal productivity theory. This yields 


b aF,\  mP+ mK + mT _ 
A(z P+2K +r) - T = pt (30) 


Now, substitute the values for p,, px, p: given by formula (17) 
of the marginal productivity theory. Then Go) becomes 





| a (oP + piK + pT — pyP — pK - pT) 2 = oO (1) 


This leads to the ridiculous conclusion that the rent of any given 
grade of land is zero—which is plainly absurd. 

It may be objected that a good Ricardian would not try to adapt 
the whole of the marginal productivity theory to the classical rent 
doctrine, but would modify it first to suit his peculiar belief that 
for producers as a whole the rent of land is not a cost of production. 
In that case the last term in formula (30) would not appear and 
the result of (31) would be quite sensible, for it would then yield 
the identity, p: = pr. 

But this adjustment does not really save the two theories from 
incompatibility. If a correction is applied at one point of the 
marginal productivity theory, it must be applied consistently 
throughout the analysis. This requires, among other things, 
that (9) shall be made to read 


aF aF aF % 
whence it follows 2F/8T = O, and (12) becomes!® 


FF, 
ope + sx aK K = MoP + aK = dG. G3) 


It is necessary, as before, to assume that the production equation— 
as revised by the rent doctrine—shall be homogeneous in the first 
degree in order to be able to show that the prices of labor and com- 
modity capital must equal their marginal productivities. In that 


18 The result of (33,) would also follow directly from differentiation of (20) and (22), the 
version of the cost and production equations given by Ricardianism at the intensive margin, 
or of (20) and (2), the classical version at the extensive margin. 
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case it can be shown that the industry must be a constant cost 
industry, counting as cost only the price of labor and capital, and 
not the price paid for land. Then C, = Qsps, while by Euler's 
theorem the left hand side of (33) equals Q,, and 1/A = ps, whence 
it follows from (32) that 


pe = @F/AK)po 
G4) 
Po = (OF /aP)p» 


These formulae state that the prices paid for labor and commodity 
capital are equal to their marginal productivities. But in order 
to reach this conclusion it was necessary to assume that (22) is 
homogeneous in the first degree and that therefore constant returns 
obtain in the industry, which is in flat contradiction to the 
assumption of the rent doctrine. Moreover, since C, = p.K + 
PrP = pxQs, the total receipts are exhausted when labor and 
commodities have been paid for, leaving nothing at all for rent. 
Once again the rent becomes zero. 

It would be a fine thing for economic science if teachers of the 
subject would give up their adherence to at least one of these 
incompatible doctrines. 











THE SETTLEMENT OF CERTAIN STATE CLAIMS 
AGAINST THE FEDERAL GOVERNMENT 


B. U. RATCHFORD 
Duke University 


In a federal state, the fiscal relations between the federal govern- 
ment and the constituent states usually raise many problems. An 
interesting example is afforded by the claims of certain states 
against the United States arising out of the War of 1812. The 
various steps in the settlement of these claims also provide ma- 
terial for a study of administrative procedure. That these claims 
are still of current significance is shown by the fact that one of 
them has been paid within the past ten years and three others, 
aggregating well over a million dollars, are still unsettled. The 
claims of ten states and one city are considered in the present 
discussion. 


I 


Because of the confused state of federal finances, poor communi- 
cations and the extensive area covered by the various campaigns, 
several states made substantial outlays for defense during the War 
of 1812. When the enemy suddenly threatened at Charleston, 
Norfolk, or New York, there was no time to send word to, or 
await aid from, Washington; the states mustered their own militia 
and defended themselves as best they could. Yet they were 
waging war in the common defense, which was properly a func- 
tion of the federal government. As a result of its financial plight’ 
the federal government was willing to receive any aid the states 
could give. In the matter of emergency short-term loans, this was 
especially significant in view of the banking situation at the time. 
After the closing of the First Bank of the United States, the states 
seemed to be more able and willing to borrow from banks than 
was the federal government. This was probably due in large 


1 See Davis R. Dewey, Financial History of the United States (12th. Ed.), pp. 128-41. 
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measure to the fact that many of the states were financially in- 
terested in the banks. 

There were at least two acts of Congress authorizing, in advance, 
the reimbursement of the states for war expenditures.? It is evi- 
dent, however, from expressions of opinion in later years, that 
Congress would have paid the claims even if there had been no 
advance authorization. Shortly after the end of hostilities, the 
War Department began to audit and settle the state claims as they 
were presented. The principle or rule on which the settlements 
were made was: 


. . . that the United States are liable for all the disbursements made by 
the States on account of the militia called out by the authority of the 
United States, provided such disbursements were for the usual military 
supplies. . . . The same principle applies where the militia have been 
called out by state authority, and afterwards recognized by the President 
or where they have been called out on a sudden invasion, or well-founded 
fear of invasion.’ 


Some of the claims were disallowed for various reasons, but most 
of them were allowed and paid within ten years. These payments 
were regarded by the United States as final settlements, and were 
so accepted by the states as to principal. In later years they were 
generally accepted by both parties as conclusive proof that the 
principal of the claims had been paid. The point at issue in most 
of the controversies pertained to interest. 

The general rule in the early settlements was that ‘‘interest has 
been allowed in no case to the States for advances to their mili- 
tia....''4 Since a large portion of the funds advanced had been 
borrowed from banks, the states felt that they should be reim- 
bursed at least to the extent of the interest they had paid out. 
Virginia was one of the first states to seek an adjustment. Since 
treasury rules were very strict on this point, an act of Congress was 
necessary. On April 12, 1824, President Monroe presented Vir- 
ginia’s case to the Senate and stated: 


Where a State advances money for the use of the General Government, 
for a purpose authorized by it, the claim for the interest on the amount 


2 2 Statutes at Large, 705-07; 787-88; 3 Stat. L. 135. 

3 Letter from Secretary of War, March 30, 1818, American State Papers, Military Affairs, 
III, 168. 

* The Secretary of the War to the President, April 9, 1824, State Papers, Mil. Aff. II, 679. 
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thus advanced . . . is reasonable and just. . . . The claim is, in my opinion 
equally well founded, when a State advances money which it has in its 
treasury, or which it raises by taxes to meet the current demand. 


The following year Congress directed the settlement of Virginia's 
claim for interest according to the following rules: 


First, That interest shall not be computed on any sum which Virginia 
has not expended for the use and benefit of the United States as evidenced 
by the amount refunded or repaid to Virginia. . . . Second, That no in- 
terest shall be paid on any sum on which she has not paid interest. Third, 
That when the principal, or any part of it, has been paid or refunded by 
the United States, or money placed in the hands of Virginia for that pur- 
pose, the interest on the sum or sums so paid as refunded shall cease. . . .° 


Within two years other acts with identical provisions were passed 
applying to Delaware, Maryland, New York, Pennsylvania, and 
Baltimore.’ 

Both the second and third provisions of these acts were ambigu- 
ous. As was shown later, the second provision might be inter- 
preted to mean that a state could claim interest until the settlement 
date on a sum on which she had paid interest for only one day. 
In the third provision, did the phrase “‘or money placed in the 
hands of Virginia for that purpose’’ refer to funds raised from 
taxation or from the liquidation of investments? If not, what 
was its purpose? Another point of contention was the method of 
computing interest. Should the payments already made be con- 
sidered as installment payments on the principal, and interest be 
computed on unpaid balances? Or should the payments be applied, 
according to commercial usage, first to discharge accumulated in- 
terest and then to reduce the principal? 

Some of the states had liquidated interest-bearing investments 
in order to make their advances; others had borrowed from banks 
and then discharged the loans within a short time from current 
revenues or by liquidating investments. These states contended 
that they should receive the same interest allowance as those 


5 Ibid., p. 679. 
6 4 Stat. L., 132. 
7 [bid., pp. 161, 175, 177, 192-93, 240-44. 
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states which were less prompt in repaying their loans and thus 
continued to pay interest. Treasury officials, however, after con- 
sulting the Attorney-General, interpreted the act to mean that 
the states should be reimbursed only for interest actually paid, and 
that the payments already made should be considered as partial 
payments on the principal. Interest, if paid by the state, was to 
be allowed only on unpaid balances. The states reluctantly ac- 
cepted settlements under the rule. Maryland, in particular, pro- 
tested that the adjustment was not according to ‘“‘the principles 
of established usage and common justice.’"* A bill was introduced 
into Congress in 1828 to allow Maryland additional interest, and 
to compute that interest by applying past payments first against 
interest accumulated to the time of payment. The House Com- 
mittee on Claims termed the bill ‘‘an impolitic, if not a dangerous, 
innovation upon the usages of the government,’’ and action on the 
bill was indefinitely postponed. Another effort in the same direc- 
tion failed in 1832. But Maryland continued to memoralize Con- 
gress and to press her claim with the aid of special agents. Thus 
the matter “‘became and continued to be, for several years a subject 
of warm, even sometimes, heated discussion between the agents 
of the two governments.’’® 

In 1832 Congress made the first departure from the established 
rule in favor of South Carolina. That state claimed that her war 
expenditures required her to liquidate certain investments yielding 
12 per cent. She also asked for the payment of certain claims 
disallowed by the War Department.'° Congress directed that the 
disallowed claims be paid and that interest be computed and paid 
on all the sums advanced by the state.1! The claims amounted to 
$73,408 and the interest to $125,476, both of which were paid. 

Maryland continued to press her claim at every session of Con- 
gress. In 1854 her special agents presented to Congress a long 
memorial reviewing the whole case, condemning the methods 
used by the Treasury Department in making the adjustment of 
1826, and giving detailed arguments in support of the state’s 


8 House Rep. No. 41, 33rd. Cong., 2d. Sess., p. 1. 

® Senate Rep. No. 189, 33rd. Cong., 1st. Sess., p. 3. 
10 House Doc. No. 38, zoth. Cong., rst. Sess., p. 1. 
1 4 Stat. L., 499. 
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claim.'* Finally, in 1855, the Committee on Ways and Means 
considered the whole question in detail and concluded: 


To carry the rule farther, the Committee think, would be neither sound 
in theory, nor expedient in practice. To enlarge it in the manner and to 
the extent now proposed, might . . . prepare the way for a re-adjustment 
of a large proportion of all the claims . . . for interest which have been 
settled since the organization of the government. It would open the door 
for the abstraction from the Treasury, under the name of interest, of sums 
the large amount of which could not readily be fores:.en. 

Adjudication thus ancient, deliberate, and repeated, ought ordinarily, 
in our judgment, in the absence of fraud or mistake shown, to be of them- 
selves final and conclusive.'* 


The Committee here probably spoke with more truth and pro- 
phetic vision than it realized, but these strong words delayed the 
passage of the bill for only a few years. Undaunted, Maryland 
continued the attack and two years later sent to Congress a strong, 
almost a militant, resolution stating that, ‘‘Maryland has just 
cause to complain of the injustice done to her’’ but “‘desiring to 
believe it has so far been rather the effect of accident than of 
deliberate purpose, she will content herself now with solemnly 
protesting against its longer continuance.’’' 

Finally Congress acceded to the demands of Maryland. An act 
approved March 3, 1857, directed the Treasury Department to 
re-examine the account and specified the following rules for the 
computation of interest: 


Interest shall be calculated up to the time of any payment made. To 
this interest the payment shall be first applied, and if it exceed the interest 
due, the balance shall be applied to diminish the principal; if the payment 
fall short of the interest, the balance of interest shall not be added to the 
principal so as to produce interest. Second. Interest shall be allowed 
the State of Maryland on such sums only on which the said State either 
paid interest, or Jost interest by the transfer of an interest-bearing fund.’ 


Maryland had carried both of her major points; she had secured 
authorization for the reimbursement of interest Jost as well as 
interest paid, and for a new method of computing interest. But 


12 Sen. Rep. No. 189, 33rd. Cong., rst. Sess., pp. 1-8. 
18 House Rep. No. 41, 33d. Cong., 2d. Sess., pp. 7-8. 
14 Sen. Misc. Doc. No. 30, 34th. Cong., ist. Sess., p. 2. 
16 1 Stat. L., 229. 
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there were still doubts in the minds of certain treasury officials. 
The act specified that, ‘‘in the calculation of interest due under the 
act aforesaid (of 1826), . . .’” the rules quoted above should be 
observed. 

Did this mean that no interest should be allowed after 1826? 
The Attorney-General was asked to decide the question, and cer- 
tain portions of his opinion given in reply are well worth quoting: 


First of all it must be kept in mind that, as a general rule, the Govern- 
ment does not pay interest. The exceptions to this rule are found only 
in cases where the demands are made under special contracts or special 
laws, expressly providing for the payment of interest. An obligation 
to pay it is not to be implied against the Government as it is against a 
private party, from the mere fact that the principal was detained from the 
creditor after his right to receive it had accrued. 

. . . Another canon of construction . . . is that all laws which give 
away the public money are to be interpreted strictly against the party to 
whom it is given. . .. When two meanings can be assigned to an act like 
this, and the arguments in favor of both are nearly balanced, the public 
is entitled to the benefit of the doubt. . . . If Congress has all the money 
of the United States under its control, it also has the whole English lan- 
guage to give it away with; and it is so easy to use definite terms in a law 
like this, that when they are not used we will presume them not to be 
meant.® 


In regard to the particular question at hand he stated: 


It cannot be denied that a part of the principal remains at this moment 
undischarged. It is true that money enough was paid to satisfy it. But, 
in the settlement now to be made, you must apply the payments so as to 
keep down the interest. When the last payment was made, all the in- 
terest then due was satisfied. What was not paid then is, under the act 
of 1857, to be regarded as principal, and cannot be called a balance of 
interest, without going in the teeth of the law. 

. . . If the principal was not paid in 1826, why should it not bear in- 
terest afterwards as well as before? Why select that period for stopping 
the interest, rather than any other point of time between the origin and 
the extinction of the debt? If I could reach the conclusion that this is a 
doubtful statute, I would advise you not to pay the claim; for I do not 
think that the respect we owe to a State makes any difference in the 
right. But Congress has given to Maryland interest on her debt; and I 


16 Official Opinions of the Attorneys General of the United States, IX, 59. 
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look in vain for anything which declares that interest shall be stopped 
before the principal is paid.!? 


Since there was no longer any choice in the matter, treasury 
officials made the computations according to the method demanded 
by Maryland; i.e., computing interest on the original principal 
until the time of the first payment, using that payment first to 
discharge accumulated interest and then to reduce principal, com- 
puting interest on the new principal until the date of the second 
payment, andsoon. The sum of $275,770 was found to be due to 
Maryland and was paid in 1857. The method of computation 
here recognized, which came to be known as the ‘Maryland Rule,”’ 
was the last major development in the rules governing settlements. 


II 


Let us now consider the settlements made with particular states. 
Maryland did not appear in the picture again after 1857, and since 
her case has been fairly well covered already, it will not be con- 
sidered further. From 1857 until the present time one or more 
of these state claims have been before Congress at almost every 
session. The states hoped to get their claims reaudited and settled 
under the Maryland Rule—or were trying for some still more 
favorable treatment. 

No complete account of the Delaware claim is available. Some 
time between 1814 and 1825 the principal of $34,546 was paid. In 
1826 interest of $6,530 was allowed and paid. The laws of 1826 
allowed interest only when it had been paid, but Delaware thought 
she should be reimbursed for interest Jost. The Committee on 
Claims could ‘“‘conceive no substantial difference between the 
payment of interest upon a loan and the loss of interest upon a loan 
of a fund which yielded an interest,’’!* and recommended payment. 
No payment was made, however, and the next report on the claim 
was in 1891 when it stood: 


Balance due December 26, 1826................ $ 6,341.99 
SROERESE OO JOMURTY 2, BEGET... .. 55. ciscceverses 24,375.60 
SD o's: °s ca sedan ele lea tee Reams ea $30,717.59'° 


17 Ibid., pp. 61-62. 
18 House Rep. No. 185, 21st. Cong., 1st. Sess., p. 1. 
19 Sen. Doc. No. 17, 51st. Cong., 2d. Sess., p. 4. 
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Pennsylvania's original claim was $322,233.81 of which $292- 
120.83 was allowed by the United States. This amount was paid 
between 1816 and 1825. In 1827 the state received $17,577.60 
as interest.2° After the Maryland settlement, a number of efforts 
were made to have Pennsylvania's claim reaudited according to the 
Maryland Rule. Finally, on February 24, 1905, Congress directed 
the Secretary of the Treasury to “‘resettle and readjust’’ the claims 
of Delaware, New York, and Pennsylvania, computing interest 
according to the Maryland Rule.?! 

A number of troublesome questions, however, arose to compli- 
cate what appeared to be a simple task: (2) did Congress mean 
that the second rule in the Maryland act should apply; i.e., that 
interest should be allowed only when paid or lost on interest- 
bearing funds?; (2) should interest be allowed from the dates loans 
were contracted by the states or from the dates expenditures were 
made by them?; (3) what rate of interest should be used?; (4) 
should interest be calculated only until the interest settlements of 
1826-27 or until 1905? 

No copy of the Delaware computation is available, but the total 
found to be due that state was $83,250.50. In the New York case 
the auditor reported that since the state “‘commencing with July 
23, 1812, borrowed amounts largely in excess of the amount which 
was reimbursed . . . it is . . . considered that all of the amounts 
expended for the benefit of the United States were procured at a 
cost to the state for interest.’’"*? No attention was paid, however, 
to the time when the loans were repaid and interest on them 
stopped. As to a starting date for the interest, the auditor ad- 
hered to the precedent set in the 1826 settlement with New York; 
i.e., ‘interest was not computed from the dates the loans were 
actually made, but from the date of the expenditures or the equated 
date of the expenditures in each year.’’"** Since all of New York’s 
borrowing had been at 6 per cent, this rate was used in the com- 
putations, and interest was allowed until June 30, 1905, using the 
partial payment plan. The result showed that New York was due 
to receive $118,585.84. Both Delaware and New York accepted 


20 4 Stat. L., 240-41. 

2133 Stat. L., 777. 

22 House Doc. No. 167, 59th. Cong., 1st. Sess., p. 2. 
°8 [bid., pp. 2-3. 
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these findings without complaint, and payments were made 
accordingly.*4 

In dealing with Pennsylvania’s claim the auditor, in the same 
month that he made the New York computations, proceeded along 
radically different lines. Here he computed interest from the dates 
of the various loans contracted by the state and stopped the com- 
putation at the 1827 settlement, at which time a balance of $16- 
966.64 was due the state. The case was appealed to the Comp- 
troller of the Treasury for revision, who made a new computation 
allowing only interest actually paid out before 1827, but carrying 
the interest computation down to 1905 on the unpaid balance. He 
found a balance as of 1827 of $7,576.81; with interest to 1905 this 
became $37,121.07, or $20,154.43 more than the previous finding.”5 
He, however, did not use the partial payment method throughout, 
and Perinsylvania filed petition to have the case reopened. In his 
decision of November 23, 1905, the Comptroller admitted that he 
erred in his first computation and made a new calculation. Here 
he computed interest from the dates of the loans contracted by the 
state, taking them in order, until they were equal to the amount 
of the state expenditures recognized by the federal government. 
The actual rates of interest borne by the loans were used in the 
computations until the time of the first repayment by the United 
States—April 26, 1816—and after that the average rate of interest 
on all the loans considered, which was 5.315 per cent. Then by 
using the partial payment plan throughout and continuing the 
computations down to 1905, the Comptroller found a balance due 
the state of $236,762.65, or $199,641.58 more than his previous 
allowance.* The amount here certified was appropriated by 
Congress.?7 

The part of New York’s claim recognized and paid by the federal 
government between 1819 and 1826 amounted to $139,124.62. 
During the period 1812-1816 the state borrowed a total of $475,000 
from three banks. In the 1826 settlement the state was allowed 
$40,264.86 for interest paid. The state accepted the $118,585.84 


434 Stat. L., 29; 35 Stat. L., 516. 

26 House Doc. No. 167, 59th. Cong., 1st. Sess., pp. 5-7. 
26 Ibid., pp. 15-19. 

27 34 Stat. L., 29. 
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allowed it in 1906, but in 1910 made a belated request for a recon- 
sideration of the case, contending that according to the method of 
computation used in the Pennsylvania case she was entitled to an 
additional $316,713.07. Treasury officials replied that since the 
request had not been made within the one year period prescribed 
by law and since Congress had already appropriated a sum to pay 
the claim, the matter would have to be considered by Congress.?* 
The next action in the case came in 1922 when the Senate directed 
the Comptroller General *‘to reexamine and restate’” New York's 
account “‘on the basis of like claims of Pennsylvania and Delaware 
with the same force and effect as though appropriation therefor 
had not been made and accepted by said State.’’?® 

In his report the Comptroller followed the Pennsylvania case in 
dating interest computations from the dates of the earliest loans. 
In addition he included as a part of the principal on which interest 
was to be allowed the sum of $11,929.45 which the state had re- 
ceived from the United States in 1854 as compensation for arms 
captured or destroyed during the war.*° This payment probably 
represented a doubie payment to the state,*! but now it was again 
uséd to increase the principal, on which interest was to be com- 
puted, to $151,054.07. With these two changes, and using the 
partial payment plan, the Comptroller determined that the balance 
due New York on February 16, 1923, after deducting the payment 
of 1906, was $398,823.67. Finally, he pointed out that “‘the 
State of New York is shown on the books of the Treasury Depart- 
ment to be indebted to the United States in the sum of $4,014- 
520.71 arising on accounts of amount deposited with said State’’ 
under laws of 1836 and 1837.** In 1928 a committee reported to 
the House that a bill appropriating money to pay New York 
‘passed the House and Senate in the last Congress, but too late 


28 Sen. Doc. No. 304, 67th. Cong., 4th. Sess., pp. 1-3. 

29 Ibid., p. 1. 

30 ro Stat. L., 590. 

31 In 1890 the Secretary of the Treasury stated that it was probable that purchase bills for 
the arms, etc., involved here “‘had already been included in its claims presented to the United 
States. . . . The item having been treated by the Secretary of War and the special act of Con- 
gress as if a matter entirely outside of and distinct from the general account, it must now 
remain in that status."" Sen. Doc. No. 17, 51st. Cong., 2d. Sess., p. 5. 

32 Sen. Doc. No. 304, supra, p. 6. 
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to receive the President’s approval.’’** Here the matter rests 
today, although every Congress sees the introduction of bills 
providing for the payment of the balance. 


Ill 


During the war the city of Baltimore borrowed $75,000 and 
spent, in addition, some $25,000 raised by voluntary contributions. 
Some of the city’s claims were disallowed, and the amount even- 
tually repaid was $63,014.59. In 1826 the city received $29,120.43 
as reimbursement for interest paid. The city’s claim for a resettle- 
ment under the Maryland Rule was several times before Congress, 
but no action was taken until 1902. As of January 1, 1891, the 
claim amounted to $90,672.26.*4 

South Carolina’s claims amounted to $232,171, of which $232,043 
were allowed and paid between 1814 and 1832. In 1832, she 
received $124,476 as reimbursement for interest paid.** This 
account was not resettled under the Maryland Rule until 1902. 
In the meantime the federal government had bought $125,000 of 
South Carolina 6 per cent bonds maturing in 1881, mainly as in- 
vestments for trust funds. These bonds were in default after 1860. 
A balance struck between the two claims as of January 1, 1891 
was in favor of the state to the extent of $25,297.29. A computa- 
tion as of June 30, 1901, however, showed the state owing the 
federal government $6,807.02.8® On April 17, 1900 the Senate 
requested the Secretary of the Treasury to report on the South 
Carolina account in the following manner: take the amount due 
the state on July 19, 1832, calculate interest on this sum to the 
maturity of the South Carolina bonds (January 1, 1881), deduct 
the principal and accrued interest on the bonds as of 1881, and 
calculate interest on the balance to June 30, 1900. The result of 
this computation showed a balance in favor of the state of $113- 
250.99; certain other claims of the state raised the amount to 
$178,938.13.” 

33 House Rep. No. 311, 7oth. Cong., 1st. Sess. 

4 House Doc. No. 39, 20th. Cong., 1st. Sess., p. 1; Sen. Doc. No. 17, 57th. Cong., 1st. Sess., 
pp- 5-6. 

3 Sen. Doc. No. 79, 56th. Cong., 1st. Sess., pp. 1-2. 


3% Sen. Doc. No. 17, 51st. Cong., 2d. Sess., p. 5; Sen. Doc. No. 79, 56th. Cong., 1st. Sess.. 


pp. 1-2. 
37 Sen. Rep. No. 1577, 56th. Cong., 1st. Sess., p. 1. 
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In the conduct of the war, Virginia spent more, by far, than any 
other state. Between 1814 and 1823 she received from the federal 
government approximately $1,800,000** as repayment for expendi- 
tures, and in 1825 her reimbursement for interest paid was $178,480. 
The United States bought $594,800 of Virginia bonds, payments 
on which were later defaulted. A balance struck in 1890 put the 
state claim at $1,460,657.48, the federal claim at $1,612,547.70, 
and the balance in favor of the United States at $151,890.22.%° 
By June 30, 1901 this balance had risen to $338,641.28.*° 

In both the South Carolina and Virginia cases there was a ques- 
tion as to the collection of interest on state bonds after maturity. 
In 1890, the Supreme Court of the United States had ruled that 
interest might be collected from a sovereign state only upon its 
explicit promise, and that the state's explicit promise ended with 
the coupons attached to the bonds.*! In its report of 1890 the 
Treasury Department stated that it had not overlooked this rule 
but that: 


The rule . . . applies with equal force to debts due by the United States 
. this computation is prepared . . . in pursuance of appeals by the 
several States that the United States (having long ago paid the principal 
of the debts to the States) now authorize interest to be computed and paid; 
and the resolution contemplates mutual adjustments on equitable princi- 
ples, to embrace claim and counter claims. Presumably Congress will 
not authorize computation of interest against the United States to the 
present time without requiring similar computation of interest in its 
favor. 


The Treasury made repeated attempts to collect the balance due 
from Virginia. In 1894 special agents were sent to Richmond to 
reacha settlement. A Virginia official later stated that the United 
States had ‘‘many times demanded”’ the balance due from Virginia 
and that ‘‘for years it has been standing in a somewhat menacing 
attitude towards her treasury.’’* 


38 Different statements of the amount vary slightly: one puts it at $1,781,330 while an- 
other states it as $1,807,438. State Papers, Mil. Af. II, 692; Sen. Doc. No. 17, 51st. Cong., 
ist. Sess., pp. 4-5. 

39 Sen. Doc. No. 17, 51st. Cong., 2d. Sess., pp. 2-3. 

40 Sen. Rep. No. 493, 57th. Cong., 1st. Sess., p. 84. 

41 United States v. North Carolina, 136 U. S., 211. 

42 Sen. Doc. No. 17, 51st. Cong., 2d. Sess., p. 7. 

43 Report of Second Auditor of Virginia, 1903, pp. 10-11. 
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When the accounts were computed according to rules applying 
uniformly to both parties, South Carolina and Virginia owed 
balances to the federal government. But the situation was 
changed when Congress, in 1902, directed the settlement of the 
claims of Baltimore, South Carolina, and Virginia, according to 
the following rules: (1) the Maryland Rule was to apply; (2) 
interest was to be allowed only on sums on which the state either 
paid or lost interest and for such length of time as such interest 
was paid or lost; (3) any evidences of debt held by the United 
States were to be credited as offsets ‘‘as of the dates, respectively, 
at which the accounts will be completely or most nearly balanced, 
and the balance found due on such date, after deducting the prin- 
cipal and interest on said bonds . . . shall be paid to or by said 
Seates... .* 

No detailed reports or computations on these settlements are 
available, but it appears that Baltimore received $83,445 and 
South Carolina, $89,137.86.4° The Virginia auditor reported 
that a claim against the state aggregating over two million dollars 
had been settled through the payment by the United States to 
Virginia of a nominal balance of $5.50. He commented further: 


All the direct advancements were refunded during and at the close of the 
war of 1812. . . . Virginia's claim had no real legal existence till recog- 
nized by Act of Congress. . . . There is grave doubt if the claim would ever 
have been recognized but for the fact that the Government held. the 
bonds of the Commonwealth, and it would be an easy mode of adjust- 
ment . . . by allowing the one to offset the other. 


IV 


North Carolina’s claim seems to have been completely forgotten 
before 1916. In that year a North Carolina congressman resur- 
rected the claim, and shortly afterwards a House committee 
recommended the passage of a bill to authorize settlement.‘’ 
Nothing further was done, however, until 1922 when the Senate 


32 Seat. L., 235. 
‘5 Report of State Treasurer of South Carolina, 1903, pp. 3, 21. 
46 Report of Second Auditor of Virginia, 1903, pp. 10-11. 

47 House Rep. No. 96, 64th. Cong., 1st. Sess., pp. 1-3. 
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directed the Comptroller General to report on the account. The 
report was made February 23, 1923.48 

The total amount of North Carolina's expenditures is not stated, 
but her bank loans amounted to $65,000, all of which was spent 
for defense. In three payments—in 1816, 1817, and 1837—the 
United States reimbursed her to the extent of $77,000. Since the 
last payment ($30,000) was made in 1837 after many of the interest 
adjustments had been made, a part of it was probably intended as 
interest, although no such designation was made. There the 
matter rested for some eighty years. 

Meanwhile, the federal government had bought some North 
Carolina bonds. In 1879 the state decreed that all bondholders 
must exchange their bonds for new ones and take a drastic reduc- 
tion in principal. The federal government would not accept such 
a compromise. Further, in 1865 and 1866, federal troops seized 
421 bales of cotton belonging to North Carolina, and for these the 
state claimed compensation. 

In his report Comptroller McCarl started with the principal of 
$65,000, calculated according to the Maryland Rule, computed 
interest from the dates of the loans at 6 per cent—the rate paid by 
the state—and determined that there was an unpaid balance of 
$25,910.09 due the state as of 1837. By 1923 this had increased 
to $159,566.85. No mention of the bonds or cotton claims was 
made in this first report. The Comptroller, however, noted that 
North Carolina owed the federal government $1,433,757.39 on 
account of the ‘‘deposits’’ of 1837. Nothing further was done 
about the account at that time. In 1928, the Senate again re- 
quested a report on the account, taking into consideration the 
bonds and cotton claims. 

The war claim by March 1, 1928 had risen to $167,339.88. The 
North Carolina bonds held by the federal government had a par 
value of $58,000; unpaid coupons attached amounted to $88,140, 
making a total of $146,140. The United States did not claim 
interest after maturity of the bonds (1886-1889). The cotton 
claims amounted to $42,532.54. The Senate resolution to the 
Comptroller directed that the state be allowed interest on these 
claims ‘‘from date of seizure for the same period thereafter and at 


48 Sen. Doc. No. 325, 67th. Cong., 4th. Sess., pp. 1-3. 
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the same rate of interest as upon the State bonds.’’*® In other 
words, this provision stopped interest on the cotton claims at the 
maturity of the bonds (1886-1889). 

The net result of the Comptroller's calculations was: 


Due the state on war claims................... $167,339.88 
Due the state on cotton claims................. 96,835.81 


$264,175.69 
Due the United States on bonds and unpaid 
emery try pre: eee ere Mr to 146,140.00 


Balance due the state February 29, 1928......... $118,035.69 


The Comptroller again called attention to the ‘‘deposits’’ of 
1837, but to no avail, for Congress, by act of May 29, 1928,5° 
appropriated funds to pay the balance. 

Connecticut's claim, like North Carolina’s, was lost for a long 
time. In 1836 the General Assembly of Connecticut requested 
her representatives in Congress to obtain an adjustment and settle- 
ment of the claim.*! In 1838 two payments aggregating $65,- 
069.29 were made. Thereafter, no trace of the claim is found for 
go years. Late in 1927 the Senate called on the Comptroller 
General for a report on the account, which was made.*? 

Connecticut borrowed a total of $180,000 for the conduct of the 
war. Repayments by the United States between 1817 and 1838 
amounted to $115,069.29, and this was taken as the principal 
originally allowed. Applying the Maryland Rule, the Comp- 
troller found that the balance due Connecticut on February 10, 
1928, was $559,373.40. Interest was computed at 6 per cent and 
dated from the dates of the earliest loans. The Comptroller did 
not fail to add his reminder that Connecticut owed $764,670.60 
because of the ‘‘deposits’’ of 1837. A few months later the Com- 
mittee on Claims reported favorably on the passage of a bill to 


49 Sen. Doc. No. 50, 7oth. Cong., 1st. Sess., p. 2. 

50 4s Stat. L., 959. 

51 State Papers, Mil. Aff. IV, 677; VI, 984. 

52 Sen. Doc. No. 52, 7oth. Cong., 1st. Sess., pp. 1-4. 
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pay this balance.** No action was taken, however. Since then 
this claim has regularly received the endorsement of Senate com- 
mittees, but so far has failed to get through Congress. *4 


V 


The settlement of the Massachusetts claim is of special interest 
as an example of political strategy. During the war Governor 
Strong, with a few exceptions, did not permit the state militia to 
be mustered into federal service. The Secretary of War warned 
him that unless the troops were placed in federal service the state 
would not be reimbursed for her expenditures. After the war the 
state filed claims totaling $843,349.60. In 1817 special agents 
of the state urged their claims with the Secretary of War, who 
replied that the communication had “received the consideration 
due to it’’ and that the claim was excluded from recognition for 
reasons already explained. 

This strategy continued for some time. In 1823 the Secretary 
directed the auditor to consider the claims. The following year 
President Monroe asked Congress to consider the case on its merits. 
In the meantime, the Governor and legislature of Massachusetts 
had repudiated the attitude of Governor Strong and made a strong 
plea for a settlement. Also, Maine had separated from Massa- 
chusetts and received one-third of the claim. Now there were two 
states to carry on the fight. In the House of Representatives the 
matter aroused much heated debate. In both 1824 and 1826 the 
Committee on Military Affairs recommended the payment of cer- 
tain parts of the claim. Late in 1826, after protracted debate, the 
Committee of the Whole was discharged from further consideration 
of the matter, and it was referred to the Secretary of War for a 
report.5* The Secretary, in turn, referred it to the Third Auditor 
of the Treasury Department, who, on January 30, 1828, filed a long 
report which stated $430,748.26 as the sum of the ‘‘admissible 


53 Sen. Rep. No. 551, 7oth. Cong., 1st. Sess., p. 1. 
54 Sen. Rep. No. 861, 73rd. Cong., 2nd. Sess., p. 1; Sen. Rep. No. 1967, 74th. Cong., 2nd. 
Sess., p. I. 
55 House Doc. No. 81, 15th. Cong., 1st. Sess., pp. 1-2. 
58 Congressional Debates, 19th. Cong., 2d. Sess. III, 531-38. 
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items’’ which should be paid.*” After two more years of debate 
this sum was finally appropriated.** 

But the fight had only begun; the two states now set out to get 
the remainder of their claim. After another six years the House 
asked the Secretary of War to report the amount that would be 
due on this account according to the rules used in auditing the 
accounts of other states. In December, 1837, the amount was 
reported as $227,176.48.5* In the years that followed, bills for 
payment of this sum were introduced at every session of Congress; 
Massachusetts, and, to a less extent, Maine, kept up a continual 
bombardment of resolutions, many of them sharp in tone. At 
length the House Committee on Military Affairs, in 1845, made a 
thorough review of the case and concluded that ‘the United States 
has dealt liberally by the State of Massachusetts and . . . she has 
been refunded as much . . . as justice aiid sound policy require.’’®° 
But the fight continued unabated. After 14 more years of reports, 
memorials, and debates, Congress, in 1859, appropriated the 
$227,176.48.°! But the end was not yet. 

In 1870 a resolution of the Maine legislature stated: ‘‘now that 
peace and prosperity are restored . . . Maine confidently expects 
that this claim will be recognized and provided for.’’*? In the 
previous year the Senate Committee on Foreign Relations (!) 
had considered the case and concluded that there had never been 
any settlement of any kind—only two appropriations. ‘“There is 
nothing in this language (of the act of 1859) which indicates that 
this payment was intended as a full and final settlement of the 
Massachusetts claim or that Massachusetts was bound to accept 
it as such.’’ ® 

The pretext for referring the claim to the Committee on Foreign 
Relations was that both states had assigned their interests in the 
claim to the European and North American Railway Company, 
which was now asking for the payment of the claim and also for a 


57 State Papers, Mil. Aff. III, 835-928. 
58 4 Stat. L., 428. 

5° House Doc. No. 45, 25th. Cong., 2d. Sess., pp. 1-2. 
60 House Rep. No. 122, 28th. Cong., 2d. Sess., p. 60. 
61 11 Stat. L., 434. 

82 Sen. Misc. Doc. No. 85, 41st. Cong., 2d. Sess., p. 1. 
53 Sen. Rep. No. 4, 41st. Cong., rst. Sess., p. 11. 
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subsidy to aid it in constructing a line from Bangor to the Canadian 
line. This assignment could not ‘‘fail to be appreciated by their 
sister States,’’ especially the patriotism and public spirit of Massa- 
chusetts in ‘‘setting apart her means (!) to a work far removed 
from her borders.’ Also, the road would be an important military 
asset to the United States. * 

The post-war atmosphere was favorable to such claims and the 
matter was quickly settled. On June 1, 1870, the House Commit- 
tee of Claims reported that the two payments already made fell 
short of the original claim of $843,349.60 by $185,424.86. Ac- 
cumulated interest amounted to $1,245,000. The Committee, 
however, recommended that only interest be paid, and not the full 
amount at that, ‘‘but the amount found due by us, by the applica- 
tion of a more restricted rule; to wit, by allowing the amount of 
interest actually paid by Massachusetts from the time of the 
expenditures to the time of the first payment, and then deducting 
the payment, and upon the remainder of the principal allowing 
interest to the time of the last payment.’’*® This computation 
gave $678,362.42. The following month Congress authorized the 
payment of this amount to the two states for the use and benefit 
of the railroad.*7 To avoid any further misunderstanding it was 
specifically stated that this was to be a final and complete settlement 
of the claim—which no doubt explains why there have been no 
requests for a resettlement of this claim according to the Mary- 
land Rule. 

In 1820 Vermont, after giving ‘‘careful consideration’’ to her 
claim, received ‘‘all amounts at that time supported by adequate 
proof,’’ which was $4,421.18. In 1926 the Senate Committee on 
Claims reported adversely on a bill to pay Vermont $39,476.96, 
which sum apparently included the amount paid in 1820.°* In 
1935 the Comptroller General reported that, although the evidence 
was ‘‘not sufficient to support a proper audit,’” he had examined 
the records showing the expenditures of the state, and that if all 


64 Sen. Misc. Doc. No. 85, 41st. Cong., 2d. Sess., p. 1. 
65 House Rep. No. 76, 41st. Cong., 2d. Sess., pp. 1-2. 
86 Joc. sit. 

87 Stat. L., 197-98. 

68 Sen. Rep. No. 449, 69th. Cong., 1st. Sess., pp. 1-2. 








B. U. RATCHFORD 



































74 


of them were allowed, together with interest on a sum of $7,- 
322.48, which was the amount of treasury notes left unpaid by the 
1820 payment, the total due the state would be $92,868.90. %9 
A Senator from Vermont, member of the Committee on the Ju- 
diciary, presented a report of that Committee to the Senate in 
February, 1937 (shades of the 1936 election!) asking for the 
payment of that sum. This daring display of optimism was not 
rewarded, for the resolution was “‘passed over’’ when it met 
objection from the floor.7° 

New Hampshire and Rhode Island made some small outlays 
during the war which were repaid to them in part, but details are 
not available. In 1817 a report by the Secretary of War showed 
that these two states had filed claims amounting to $120,439, 
on which $51,918 had been paid.7! In addition to the accounts 
mentioned above, Pennsylvania and New Jersey borrowed, respec- 
tively, $300,000 and $50,000 which they reloaned to the federal 
government. They were reimbursed, principal and interest, 
shortly after the war.” Finally, although they did not arise 
out of the War of 1812, certain other claims of Maryland and 
Virginia should be mentioned. For over fifty years these states 
conducted a futile campaign to collect from the federal government 
some $200,000 which they had ‘‘advanced’’ for the construction of 
buildings in order to secure the location of the national capitol 
at its present site.” 


VI 


A study of the facts given here suggests certain observations 
and conclusions. First, we are impressed anew by the poor way in 
which the federal government managed the financial and military 
phases of this war. The fact that Virginia, adjoining the national 
capital, had to provide her own defense in such large measure 
indicates the chaos prevailing. Further, the documents of the 


69 Sen. Doc. No. 23, 74th. Cong., 1st. Sess., pp. 1-2. 

70 Congressional Record, Feb. 5, 1937, p. 1076; Sen. Rep. No. 27, 75th. Cong., 1st. Sess., p. 1. 

1 State Papers, Mil. Aff., I, 667. 

72 State Papers, XIII, 681. 

73 House Rep. No. 2318, 60th. Cong., 2d. Sess., pp. 14-15. This report and Sen. Rep. No. 480, 
6oth. Cong., 1st. Sess., give a good summary of the case and also some interesting sidelights 
on the founding of the capital. 
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period show that federal officials were always eager to accept state 
aid, financial or otherwise, and often suggested such aid. 

Second, it is of interest to note the amount of bank loans made 
to the various states. Loans to the amount of $4,667,000 are 
shown in detail, so it is probably safe to estimate that the total 
was over five millions. No other form of indebtedness was used 
to any significant extent by the states. 

Third, the federal government’s method of handling claims of 
this kind permits of flagrant abuses, while on the other hand the 
states have not shown, in the management of their fiscal affairs, 
an efficiency or integrity consistent with the political powers 
they claim. 

Finally, it is suggested that the federal government should ob- 
serve some time limit for claims of this sort. A statute of limita- 
tions is indispensable in the business world; the business affairs of 
the government need it just as much. In the above cases the gov- 
ernment eventually paid $4,290,809 as interest on a principal of 
$3,709,764 which went unpaid for an average of less than five 
years. At the very least there should be a limit on the length of 
time for which interest may be claimed when it has not been 
specifically promised. Since the Supreme Court has ruled that the 
United States may not collect interest from a “‘sovereign’’ state 
in the absence of a specific promise, there is no sound reason why 
the federal government should continue to pay exorbitant sums 
as interest on accounts which have already been ‘“‘settled’’ once, 
twice, or three times. 











PRODUCTION CONTROLS* 
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In the period since the World War, interference with the “‘nor- 
mal’’ working of the economic system has been very frequent. 
To a steadily increasing degree, governments have been extending 
their sphere of influence and have been increasing the amount of 
regulation of private business. Although the movement was 
noticeable during the inflationary period of the twenties, it has 
gained considerable momentum since 1929, when the inflationary 
boom collapsed. J. G. Smith has summed up this situation as 
follows: “‘Probably never before in history has there been such 
an orgy of indirect price fixing measures and imposition of trade 
restrictions in the forms of tariffs, import quotas, and other 
measures to restrict trade, as we have witnessed during the period 
since the World War and particularly since 1920.""! 

The ‘‘Great Depression’’ has bred many attempts to offset its 
effects. In each case, the attitude has prevailed that the govern- 
ment, by means of some sort of regulatory machinery, could prevent 
the full impact of this deflation from hitting its own people. 
Numerous attempts have been made to harness the forces of either 
supply (most attempts concentrated on supply) or demand, with 
the often expressed hope of thereby influencing the trend of prices. 
The A.A.A. in the United States, which had as its goal the restora- 
tion of the purchasing power of the farmer, is a good example of a 
major attempt to influence supply in order to affect the price. 

The greater proportion of these interferences has been concerned 


* This is the first of two articles dealing with indirect price fixing. The second article on 
Marketing Controls will appear in a subsequent number of this Journal. In this discussion 
the writer is concerned only with the problems to be considered when production control 
schemes are instituted by governments. 

1 Economic Planning and the Tariff, p. 28. 
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with limiting the quantity that is available for sale. This limita- 
tion of supply can be undertaken either through a limitation of 
the total supply available (control over production), or a limita- 
tion of the supply available in the given market (control over 
marketing). In this analysis the writer will be concerned only 
with the effects of production control experiments. 

The limitation of the total supply available can be accomplished 
in one of two ways: either part of the old supply can be destroyed 
or the new supply can be limited by the imposition of one of several 
types of regulation. It is this latter type of control that has been 
the more prevalent in the experiments that have been undertaken 
to date. The writer has been able to find only a few cases where 
the method of destruction of existing supplies has been adopted 
for the purpose of influencing prices. Three instances are given 
herewith. The first was in connection with the cinnamon monop- 
oly in the seventeenth century. According to W. S. Culbertson, 
‘“When the Dutch took over Ceylon from the Portuguese in 1656, 
they established a monopoly in cinnamon completely ruling the 
trade and burning the cinnamon in Holland when the supply was 
too large and the price fell.’”* 

The experience of Brazil with the ill-fated coffee valorization 
plan is well known. Asa result of the valorization, the accumu- 
lated stocks of coffee became so burdensome that it was necessary 
to embark upon a policy of destruction in the attempt to return 
the commodity to a sound basis. The killing of the six million 
little pigs in 1933 is the outstanding case of supply limitation by 
destruction in the United States. 

The most widely used method of limiting supply has been by 
means of a control over new production, which usually takes the 
form of production quotas. Although the quota system can be 
used either for production controls or marketing controls, it is 
usually adopted in connection with the former. Under a quota 
system the amount that may be produced or offered for sale is 
limited by means of a system of allotments to the various producers 
involved. Under these conditions, the total supply that may 
become available is first determined by the control authority and 


2 **Raw Materials and Foodstuffs in the Commercial Policies of Nations,’’ Annals of the 
American Academy of Political and Social Science, March, 1924, p. 34. 
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then is apportioned among the various producers, either on the 
basis of their past production record, their sales record, or some 
other arbitrary basis.* 

Some degree of exactness in production control is easier to 
achieve in manufacturing than in agriculture. The vagaries of 
nature and the large number of producers, who are often widely 
scattered, make it impossible for the new supply to be definitely 
determined in advance for an agricultural product. The supply 
that reaches the market, however, can be fixed as in the Cuban 
sugar control. In that experiment, it was necessary to abandon 
some of the cane that had already been grown in order to effect 
the limitation of supply that was desired. In connection with 
manufactured products, however, it is théoretically possible to 
determine the new supply within narrow limits, since the factors 
that contribute in the production of the product usually can 
be controlled. 

In recent years a large number of attempts have been made to 
influence the potential supply by means of production control 
schemes. A partial list of the outstanding experiments includes: 
the tea restriction, the Chadbourne sugar plan, hogs in The 
Netherlands, sugar in Cuba, nitrates in Chile, camphor in Japan, 
sugar in Brazil, cotton in the United States in 1934, bacon in Eng- 
land, and numerous industries under the N.R.A. 


Il 


The above list of experiments covers so many different countries 
and commodities that it is evident this method of control has found 
a widespread use and acceptance. In practically all of these cases, 
the control of production has been successful in reducing the new 
supply to approximately the amount predetermined by the control 
authorities for the controlled areas. However, the successful 
control or limitation of production has often had consequences of 

5 The Stevenson rubber plan illustrates the use of the quota in connection with a marketing 
scheme while The Netherlands hog control illustrates its use in a production control scheme. 
Under the Stevenson plan an arrangement was put into effect whereby the producer was 
credited with the amount of his quota each quarter at the local custom house and his account 
was debited by the amount of his exports. In The Netherlands hog control a system was 
adopted under which each hog included in the quota was earmarked. In order to make sure 


that this total number of hogs would not exceed the quota, a regulation was promulgated 
limiting the proportion of sows to the hog population. 
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an adverse nature that more than offset the success achieved in 
limiting production. Thus, although both the Cuban sugar plan 
and the Chadbourne sugar control succeeded in sharply reducing 
the new supply, an increase in the production by outside sources 
offset this curtailment and led to a decline in the relative impor- 
tance of the restricting countries as sources of supply. The 
successful control of nitrate production in Chile and camphor 
production in Japan had similar results. In these cases, the high 
prices that resulted from the successful control of production led 
to the widespread adoption of substitute products. In the United 
States, the cotton crop was successfully limited in 1934, partly 
because of the coincidence of a drought, but the artificially high 
price that accompanied the control caused a sharp decline in the 
exports of cotton. Thus, surplus stocks failed to decline so much 
as had been anticipated by the proponents of the plan. Similarly, 
the increase in price to the consumer that accompanied the hog 
control in The Netherlands, the bacon control in England, and 
cotton in the United States, tended to cause a reduction in the 
domestic consumer's demand for the product. 

The leading argument advanced in favor of production control 
is that by limiting the total supply available, the problem of 
accumulating inventories, which tend to force prices down to 
unprofitable levels, can be solved. While usually a reduction in 
unwieldy surplus has been achieved, there is no certainty that the 
limitation of supply will result in a substantial decline in inven- 
tories. Only supply is being controlled; demand, which is left 
uncontrolled, is just as important. The repercussions attending 
several of the experiments with production control indicate that 
the instigation of this method of control, especially if accompanied 
by a rise in price, tends to affect the demand for the product 
adversely. If production control leads to a rise in price (as it 
usually does) then consumption may decline and necessitate an 
even larger curtailment of supply in order to bring supply and 
demand into a new balance. 

Another difficulty that must be considered is that production 
control tends to place the burden upon the efficient producers 
rather than upon the marginal or inefficient producers, where it 
belongs. This is true since limitations in supply are usually 
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achieved by blanket curtailments that apply equally to all pro- 
ducers. This tends to keep the inefficient and the high-cost 
producer in business and results in costs that are higher than would 
be the case if the production originated with the more efficient 
producers. In this connection Lionel Robbins, in his excellent 
discussion of the marketing schemes in Great Britain, has 
pointed out: 


Restriction of production, however, is by no means the only implica- 
tion of these schemes. The very measures which are necessary in order 
that production may be restricted, imply too, a restriction of those 
tendencies which make for productive efficiency . . . a restriction, there- 
fore, of those tendencies which make for diminished costs. Under 
competitive conditions the quantity produced by different farmers is not 
constant. Efficient farmers will be expanding, inefficient contracting. 
Whether importation is free or whether there exists a certain degree of 
tariff protection, the competitive struggle is a continuous spur to effi- 
ciency and cost reduction. Under central regulation of production this 
ceases to operate. The farmer is tied to a quota which is based on his 
average of a period receding more and more into the distance. He is not 
permitted to increase his sales by lowering his price; whatever his effi- 
ciency and his cost of production, he must stick to the figure which se- 
cures profits for the most inefficient farm which the marketing Board 
sees fit to keep in cultivation. If he goes below this figure he is liable to 
the most ferocious penalties.® 


Henry A. Wallace, Secretary of Agriculture, in a statement on the 
cotton situation, has indicated another difficulty that might arise 
from the adoption of production control measures, namely: 


The effect of preventing a normal change over from cotton producing 
lands to non-cotton producing lands, and vice versa, should be carefully 
considered. I feel that we must recognize that one of the most difficult 
problems in administering any sort of compulsory legislation is the 
tendency to freeze the production of whatever commodity we are dealing 


‘In some cases the small producers are allowed to maintain production and the entire 
burden of the production is borne by the large-scale and usually most efficient producers. 
An illustration of this situation is found in the Argentina sugar control under which estab- 
lished cane growers, whose average yield did not exceed 10} tons, were not forced to curtail 
their output. See O. W. Willcox, Can Industry Govern Itself, p. 122. 

5 ‘The Planning of British Agriculture,’’ Lloyd Bank Ltd. Monthly Review, November, 1934, 
Vol. V., p. 467. 
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with to the confines of the States or territories where it has previously 
been produced.® 


This tendency to “‘freeze’’ production where it is now located is a 
definite hindrance to progress and cost reduction. What Mr. 
Wallace says about cotton is true for many other commodities. 

The factor of different qualities of a commodity also complicates 
the problem of control. A good illustration of the difficulties 
that may arise because of this factor is quoted below in the analysis 
of planting restrictions. In the case referred to (the tea restric- 
tion) the result of the control was to affect the position of the high- 
grade qualities of tea adversely and to aid temporarily the status 
of the low-grade tea. This benefit to the low-grade producers, 
however, made it attractive for outside areas to increase their 
production of tea, since they could compete with the low-grade 
product. A similar situation was found in the bacon control 
plan in England. In this case, the import restrictions that were 
imposed on Danish bacon, in order to make the control completely 
effective, resulted in an increased price for the imported Danish 
bacon, which was preferred by the English consumer, without 
benefiting the price of the domestic product to the same extent.” 

Production control schemes also have great influence on the 
standard of living of the country. Real purchasing power is 
created only through productive activity. As the level of produc- 
tive activity is decreased by control schemes, the amount of real 
purchasing power created is correspondingly reduced. Consump- 
tion cannot take place unless there is something to consume. 
Despite the self-evident truth of this statement it is essentially 
important to emphasize it today when its real significance is 
often overlooked. People can have nothing to consume unless 
they first produce it. Is it not, therefore, evident that production- 
restriction schemes have the ultimate tendency to reduce consump- 
tion, which in turn means a lowering of the standard of living? 
When viewed in this light, production control is obviously a step 
backward since the efforts of man have always been to increase 
rather than decrease the amount of goods. 


® Quoted in the National City Bank Bulletin April, 1934, p. 55. Emphasis mine. 
7 Midland Bank Review February-March, 1935, p. 3. 
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Several methods, other than production quotas, that have been 
used to control the total supply of a commodity are: planting 
restrictions, control of acreage, control over new capacity, and 
limitations on the hours of machine, plant, and labor. This is 
not an all-inclusive list of the methods to limit supply, but it does 
include those that have been most widely used. 

Planting restrictions are a method used to limit the production 
of agricultural products. It is contended that if the total amount 
of planting is limited, there will be a tendency for the potential new 
supply to be reduced. Production-control experiments using this 
method were: sugar in Cuba, coffee in Brazil, the current interna- 
tional tea experiment, and the current international rubber scheme. 

This method of control is similar to that of acreage control, 
which is discussed below, in that the total quantity of new 
production is limited, in a broad way, without any assurance that 
an exact control over supply will be achieved. An important 
difference exists between the two methods, however, as regards 
enforcement. It appears to be more difficult to enforce planting 
restrictions than it would be to enforce decreases in acreage. The 
amount of land that is planted to the crop can be easily discovered 
and steps can be taken to plow under excess acreage. It is much 
more difficult to check up on the amount of seed that is planted. 
Furthermore, the amount of seed planted is not the only factor 
affecting the size of the crop. The weather, conditions of the soil, 
insects and pests, use of fertilizer, the care with which the crop is 
handled, and numerous other forces, are left unregulated. Under 
these conditions it is impossible to determine exactly what the 
results of a curtailment in planting will be. If the total planting 
is reduced by a sufficiently large amount, a reduction in the total 
new crop will take place, but the amount of the reduction will 
remain indeterminate. 

The growing conditions of the commodity often limit the use of 
this method of control. In the case of rubber, planting restrictions 
can only be used as part of a long-range program since it takes 
about six years for a rubber plant to mature. A similar situation 
is found in coffee. 

A distinct problem may arise if there is more than one grade of 
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the commodity that can be produced and the planting restrictions 
are applied to all grades without regard to the different conditions 
that may exist for each one. If there is a wide difference in the 
grades, this difficulty is doubly emphasized. In this connection, 
The Economist (London) in a discussion of the tea restriction 
teported: 


The fruits of the restriction policy would be reaped chiefly by the Dutch 
East Indies, which has an almost unlimited acreage capable of producing 
low grade teas. It was precisely these teas which had been in oversupply. 
Under the scheme, the high grade producer was compelled to cut down 
his crops. Naturally, the scheme while being largely without effect 
on the price of the high quality teas, would tend at one and the same time 
to create an artificial shortage of the lower grades and to raise the cost 
of production of the best teas. In turn, new areas at low elevations would 
be encouraged to undertake heavy planting and the last state of the market 
for common tea would be worse than the first. ® 


If the planting restrictions are applied uniformly both the effi- 
cient and the inefficient producers would be similarly affected. 
The cost of production for both classes of producers would tend to 
rise with the consequent increase in price to the consumer if the 
producers are to cover their costs. On the other hand, it is not 
unlikely that the planting restrictions might cause the producer to 
take better care of his crops so as to get the maximum possible 
yield under these conditions. Thus an increase in efficiency might 
result which would offset in part the tendency toward higher cost. 

At best, planting restrictions represent a loose and inexact 
method of controlling the supply of a commodity. In connection 
with certain commodities such as rubber and coffee, it can only be 
used as part of a long-range policy, while for other commodities, 
such as tea, it disregards differences in quality. Planting restric- 
tions are difficult to enforce and too many factors which play an 
important rdle in the production of a commodity are left uncon- 
trolled. One of these, Mother Nature, no government has ever 
been able to regulate. 

Acreage control has been tried recently in the United States. 
Under the A.A.A., curtailment in acreage was voluntary,* and was 


8 November 25, 1933, Vol. CXVII, p. 1026. 
9 Agricultural Adjustment Act, Section (8) 1. 
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to be compensated by benefit payments. Acreage curtailment 
was adopted for a number of commodities, including wheat, corn, 
tobacco, rice, and cotton. When it was found that the voluntary 
method of control did not yield very satisfactory results for cotton, 
the Bankhead Cotton Control Act was passed. Under this act 
the curtailment of cotton acreage was no longer voluntary but 
became compulsory.1° A compulsory control of acreage is not 
likely to be significant unless some provision is made for a limita- 
tion on the total new supply. This was attempted by the Bank- 
head Cotton Control Act, under which quotas based on past pro- 
duction were allotted to the farmers in order to make the control 
effective. 

The difficulties described above for planting restrictions also 
arise in connection with the control of acreage. In the acreage 
control scheme, however, one additional problem must be faced, 
that is, the problem of intensive cultivation. Although every 
farmer might cooperate and reduce his acreage to the extent re- 
quested by the government, the total supply may not be decreased 
proportionately as a result of nature (insects and weather), more 
intensive cultivation, and the increased use of fertilizers. The 
retirement of only the poorest lands from cultivation will also 
make possible a sharp reduction in acreage without materially 
affecting the total quantity produced. The impossibility of accu- 
rately controlling the supply of cotton during any one season by 
means of acreage control alone was well illustrated by the expe- 
rience of the A.A.A. in 1933. Although acreage was reduced by 
25 per cent,'! the crop for that year was slightly larger than that 
for the preceding year.'* 

10 Section 3C of the Bankhead Cotton Control Act provided for a maximum crop of 10,- 
000,000 bales during the crop year 1934-1935. Under Sections 4 and 5, a tax equivalent to 
50 per cent of the average market price of lint cotton (the tax cannot be less than five cents a 
pound) is levied upon cotton ginned in excess of the quotas determined by the Secretary of 
Agriculture. The years 1928-1932 were set up as the base period upon which allotments 
would be determined. Upon the approval of ‘‘two-thirds of the persons who have the legal 
or equitable right as owner, tenant, share-cropper, or otherwise to produce cotton on any 
cotton farm, or part thereof, in the United States,”’ the control could be extended for the 1935- 
1936 crop year. According to the New York Times December 15, 1934, the growers voted nine 
to one in favor of a continuation of the control during the 1935-1936 crop year. 


11H. I. Richards, Cotton Under the Agricultural Adjustment Act, p. 36. 
12 Op. cit., p. 63. 
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The effect of an acreage reduction program on other commodities 
must also be considered. Thus, H. I. Richards reports that: 


In northwest Texas from 75 to 95 per cent of the contracted acreage 
(under the Bankhead Bill) was planted to a second crop—most of which 
was for feed. The principal crops planted on this land were grain sor- 
ghum, red top cane, hegari, and peas in the order named. . . . In the 
Mississippi Delta, farmers planted corn between the rows of cotton on 
about a fourth of the contracted acres, and another fourth of it to le- 
gume crops.® 


From the above illustration it can be seen that substantial reduc- 
tions in acreages under this type of control might lead to malad- 
justments in connection with other crops. This, in turn, might 
necessitate the extension of control schemes in one form or another 
to include these other commodities as well. 

A limitation of supply by means of acreage reduction alone is 
not a precise method of control, and unless it is accompanied by 
production quotas may well prove futile. The likelihood of mal- 
adjustments developing in other crops is an important disadvantage 
of this method of control. 

Control over new capacity can be applied either by controlling 
the expansion or rationalization of equipment of the present 
members of the industry or through preventing the establishment of 
new plants by outsiders. This is a very inexact method of con- 
trolling the new supply for two reasons. In the first place, its 
effectiveness is determined by the total capacity to produce the 
product as compared with the potential effective demand. If, 
as in the textile industry in 1933, the capacity is more than sufficient 
to meet existing demands, then the restriction will not result in a 
curtailment of supply to the level of demand, although it may 
affect the cost of producing this supply. On the other hand, if the 
capacity is just large enough or not sufficient to meet the demand, 
an inexact control may prevail. Even in this latter case, however, 
the restriction may have little significance because of a more 
intensive utilization of the available equipment. Thus if the plant 
has been operating on one shift and using the equipment eight 
hours a day, the management might put on two or three shifts and 


18 [bid. 
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utilize the plant for a larger number of hours each day, if it sees the 
possibility of selling the additional supply. Unless this control 
Over new Capacity is accompanied by production quotas, however, 
it is unlikely that it will affect the supply to an important extent 
during the short run. Over a longer period, however, it may 
result in some reduction in supply due to the wearing out of equip- 
ment—although even this possibility will probably not have much 
significance because provision is usually made for replacement of 
such machines. 

Limitations on the installation of new machinery tend to 
‘“freeze’’ the industry at its existing capacity. If the invention 
of more productive machinery or the discovery of better locations 
for production cannot be fully utilized to lower costs, progress 
in the controlled industry will slow down. Thus the benefits 
which accrue to both the producer and consumer from the invention 
of more efficient machines and the consequent reduction of costs 
will be lost, and the industry will tend to stagnate under a condi- 
tion of increasingly obsolete equipment.'4 The course of action 
that would be best for society as a whole (although it might be 
temporarily disadvantageous to the companies involved) would be 
to scrap the excess plant capacity and retire the poorest and most 
obsolete machinery from use. The installation of new machinery 
could then be accompanied by lower costs which in turn could be 
passed on to the consumers in the form of lower prices. 

Another potential long-run consideration is that the adoption 
of this method of control may place the industry at a disadvantage 
as compared with uncontrolled industries which produce substitute 
products. Those industries would be in a position to benefit from 
the adoption of new inventions. Costs could be lowered and the 
product could be sold to the consumer at lower prices. Asa result, 
there would be a tendency for consumers to shift from the relatively 
high-priced product of the controlled industry to the substitute 
product. Such a development would tend to aggravate the 
condition of overcapacity which the limitation of the installation 

14 If replacements that do not increase the existing capacity are allowed, the effects will 
not be so drastic as indicated above. The greatest saving in costs could take place by the 
adoption of new labor saving machines. In an experiment like the N.R.A., however, where 


the major emphasis was upon employment, it seems unlikely that the authorities would con- 
sent to the introduction of machines that would tend to displace labor in large numbers. 
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of new plant and machinery was intended to correct and lead to the 
necessity for further restrictions. 

The adoption of measures to restrict the expansion of plant 
capacity must of necessity bring up the question of control over 
the flow of capital and savings. Under competitive conditions 
new savings tend to flow into those industries where it can be 
used most advantageously. If the government steps in and 
restricts the flow of capital into an industry where it might 
otherwise go, the question arises whether ‘‘the alternative uses to 
which such capital would be put were socially better uses than 
those to which it would be put under conditions of free invest- 
ment.’"! A control over the flow of capital would mean that the 
government had the power of life and death over every industry— 
a condition which many feel to be highly undesirable. That such 
a situation may develop from control over plant capacity is fre- 
quently overlooked by business men eager to secure themselves 
from the competition of new producers or the increased efficiency 
due to the rationalization of the plants of their competitors. 

A limitation on the installation of new machinery cannot 
achieve an exact control over the quantity of supply of the product 
to which it is applied. The use of old and obsolete equipment, 
with the resultant increase in unit costs whenever production is 
expanded, and the inability to install more efficient machinery 
tends to lead to a relatively high level of prices which places the 
industry at a disadvantage as compared with substitute products. 
The encouragement of inefficiency and a halt to progress may be 
other results of the adoption of this method of control. 

Limitations on the hours of machine, plant, and labor are 
measures tending to limit the total supply, and are, therefore, 
included in the category of production control. Obviously, a 
measure limiting the time in which the product can be made 
cannot be used by itself to control prices or supply with any degree 
of exactness. On the contrary, it is probably the most inexact 
method of supply limitation that can be used. The best illustra- 
tion of the use of this mechanism was found under the N.R.A."* 
In that experiment maximum hours for labor were adopted and a 


15 The Brookings Institution, National Recovery Administration, p. 647. 
16 See Leon C. Marshall, Hours and Wages Provisions in N.R.A. Codes. 
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number of codes provided for limitations on either the number of 
hours or shifts that machines and plants could operate. 

There are several disadvantages which attend this method of 
control. In the first place, unless restrictions are set up, new 
machines may be installed which can accomplish the same amount 
of work and produce the same supply, in a shorter period of time. 
This problem can be overcome in part, however, if the utilization 
of this device is accompanied by the adoption of limitations on the 
installation of new machines, as discussed in the previous section. 
Secondly, the total supply can be kept the same, or increased by 
employing additional workers to make up for the decrease in the 
labor time of each worker. (This will quite frequently accom- 
plish the main purpose for limiting working hours, namely, the 
spreading of employment among a larger number of workers.) 
However, under these conditions, it is very likely that there will 
also be an increase in the unit costs of the product with the conse- 
quent necessity for an increase in price and the likelihood of a 
decrease in demand. At best, this is a very loose type of supply 
control and is mentioned because it can be made part of an effective 
mechanism to limit supply, when combined with other methods. 

















BOOK REVIEWS 


Who Owns America? Edited by Herbert Agar and Allen Tate. 
New York: Houghton, Mifflin Co., 1936. Pp. x, 342. $3.00. 
An American agrarian movement of a sort is again vocal. 

Probably all economists who hearken to the chorus of economic 

and social advice in our time are aware of the fact; and yet few 

economists have been attentive to the latter-day arguments of 
agrarianism, and fewer still have thought its allurements espe- 
cially compelling. 

There have been many reasons. The statements will be chal- 
lenged, of course, but one suspects that a good many protessional 
economists have been for a while involved in an understandable 
feeling of weariness. The world has been too much with them. 
Then, projecting present trends, many have already concluded 
that the future lies with an authoritarian economic and political 
system. Naturally, most economists do not say so, and perhaps 
many of them have not paused to reflect at length on the eventual 
outcome of their own reasoning and recommendations, in which 
economic efficiency is the principal deity; but most of them appear 
already to have largely abandoned the theory of free enterprise. 
As has been largely true of the past, so now they remain almost 
uniformly devoted to a quantitative rather than a qualitative 
concept of the standard of living; and, at any rate, the qualitative 
factors urged in behalf of an agrarian way of life have had no ir- 
resistible appeal to men whose vocation has normally been allied 
with industry and finance, and who are doubtless inclined more 
often than not to agree with Marx on “‘the idiocy of rural life.”’ 
A few economists seem content with private authority under a 
kind of industrial and financial feudalism. Perhaps a greater 
number, however, are engaged in pondering the Devil's dilemma ° 
of whether they prefer to arrive at a governmental authoritarian- 
ism by travelling the Fascist or the Communist road. When the 
agrarians, therefore, interpose a suggestion based, fundamentally, 
on the theory that economic and political liberalism is worth a 
89 
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blow, many if not most economists apparently regard it as a 
somewhat irritating interruption to the orderly evolution of con- 
clusions that are already foregone. 

In addition, many of the modern agrarians have been possessed 
of literary facility, which American economists tend to regard 
with uneasiness. Their writing has been for the most part im- 
pressionistic; it has frequently appeared to be either scornful of 
accepted modes of economic analysis or unsophisticated in the use 
of economic terminology; and, as if such factors were not enough, 
the South has been an important center of current agrarian expres- 
sion, whereas the fountainheads of economic inspiration in the 
United States have been for a couple of generations so concen- 
trated in the North as to make suspect in the minds of most 
economists any program that bears too plainly the hallmarks of 
Southern origination. 

The present manifesto of agrarianism is hardly likely to do much 
toward a meeting of minds of professional economists and agrarian 
advocates. The articles in the symposium that makes up Who 
Owns America? are, in the main, individually brilliant; but there 
is a rather startling range of subject matter in the several contribu- 
tions. The workaday intellect is likely to be a little puzzled by 
a volume that ranges from economically subtle remarks on mass 
production and foreign trade to idyllic descriptions of a farm 
homestead, and discussions of literature, the emancipated woman, 
and the future of the Protestant churches. Moreover, a certain 
disparity in points of view among the agrarians themselves is 
stili evident; their program is still more of a rallying cry thana 
blueprint of procedure; and it is probably fair to say that many 
of the men who give their allegiance and talent to the agrarian 
cause would be more effective if they were a bit better grounded 
in a knowledge of the causal forces that have produced the exist- 
ing economic environment. 

On the other hand, there is in a fundamental sense a certain 
unity in point of view maintained pretty consistently throughout 
the book. It is the point of view of men and women who see 
quite clearly the evils of an existing economic system and who 
regard with equal repugnance the concentrations of private author- 
ity incident to large-scale industrial and financial capitalism and 
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the concentrations of governmental authority inevitably incident 
to a Fascist or a Communist state. In short, they are exponents 
of economic liberalism eagerly endeavoring, in however fumbling 
a fashion, to suggest an economic environment in which economic 
and political liberalism will have a fair chance of survival—a task, 
of course, to challenge the Gods. Finally, the economist who 
plods critically in the literary footsteps of modern agrarians will 
do well to remember that they are not altogether concerned with 
economics: they are in considerable measure concerned with moral 
and ethical concepts, and in considerable measure engaged in 
pursuing an age-old but dreadfully important debate, the question 
of what constitutes, after all, the good life. 

To define in any precise fashion the basic ideas of the modern 
agrarian-distributist movement is difficult, of course. In some 
ways the task is most easily approached by listing negations rather 
than affirmations. However, certain fundamentals on which 
there would seem to be an approach to a united, positive opinion 
may be outlined. 

First of all, there is a conviction regarding the intrinsic worth 
of democratic processes. This conviction is significant because 
it goes beyond politics to economics. It emphasizes the economic 
conditions basic to an individual's freedom of choice, both in the 
political and economic spheres of democratic action. It empha- 
sizes the importance of means—on the way society acts—as against 
ends: the emphasis is on the indirect social and personal by-prod- 
ucts of action as against the more direct and ponderable objectives 
—such as, for instance, a high standard of living—of action itself. 
Thus, the agrarians stress the thought that a happy society must 
provide for the mass of its people an environment in which a con- 
siderable degree of individual expression, and a consequent ap- 
peasement of our universal hunger for self-esteem, can be attained. 

Yet democracy itself, the agrarians say, is only possessed of 
content when the individual is relatively free in his choices, and 
he cannot be free when his hold on the means of his livelihood is 
precarious. Most agrarians, therefore, would certainly believe 
that, of two possible methods of securing a given standard of 
living, a method should be selected that will provide the maximum 
number of people with substantial independence; and probably 
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many agrarians would be tempted to think that society, granted 
at least a modest living for all, could well afford to sacrifice some- 
thing in its total income of goods and services for the sake of 
creating them in ways that, as was said, leave the individual's 
liberty of action as little infringed as possible. 

The negative of much of this is, of course, that the self-esteem 
deriving from individual and family independence can hardly be 
obtained in a too completely articulated economic society. This 
is true either when an elephantiasis of industry and finance mas- 
querades as free capitalism or operates under the guise of an author- 
itarian state, for in such a society the individual is pretty closely 
confined to obedience. These are clumsy phrases for stating that 
man lives neither by bread nor by circuses but in part by the 
satisfactions that can and should be incident to providing his 
own bread and his own circuses. 

From this first idea is foreshadowed most of the others in the 
agrarian philosophy. The agrarian-distributists, for instance, in 
order in part to maintain and in part to re-establish the conditions 
they believe precedent to democracy, are committed to a system 
of widespread, private property ownership. Necessarily, the 
sort of property the agrarian-distributists have in mind must be 
small property, lest many be left propertyless; and they are well 
enough aware, as one of them has recently said, that there is no 
particular virtue in watching the other fellow enjoy the posses- 
sion of property. 

The idea of a fairly universal property ownership seems to work 
out most easily, of course, with the kinds of property character- 
istic of agriculture and of rural communities. In such economic 
areas a determined society should be able to afford the bulk of its 
people a command over the properties necessarily involved in 
their relative economic independence and hence in an important 
degree involved in their political and emotional independence. 
The difficulties are more obvious in the attempt to outline prac- 
tically the small-property idea in distribution and in the mass- 
production enterprises so characteristic of our present-day econ- 
omy. Probably most agrarian-distributists would be inclined to 
believe that, for distribution in the marketing sense, a satisfac- 
torily democratic and efficient solution would be in private owner- 
ship as modified by the impact of codperative societies. 
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The mass-production problem, however, has led to a third 
tendency in recent agrarian thought in the United States. For 
present conditions, and for many types of industry, the agrarian- 
distributist group is beginning to affirm the greater efficiency of 
small-scale, local productive units as against large-scale, national 
productive units. The idea is that much of our present enormous 
concentration of production and of production control is based on 
elements of monopoly and technology than can be altered with 
little or no loss of efficiency. The idea is backed by contentions 
that some of the concentration is financial rather than technologi- 
cal, some of it has become obsolete with the advent of electrical 
power, some of it consists of so-called external economies, which, 
too frequently, are simply the power to jar concessions from other 
segments of the economy, some of it is not a production advantage 
but marketing advantage than can be overcome in substantial 
measure by cooperative buying and distribution, and so on. 

The accent in agrarian thought, therefore, is toward relatively 
small-scale industrial production; but what is meant by small- 
scale has not been defined, and its definition will, for many rea- 
sons, be difficult if not impossible. Moreover, there are a good 
many industries of the producers’ good and durable consumers’ 
good types, including transportation, power, and communication, 
in which small-scale units are obviously inefficient. Precisely 
how these are to be fitted into the agrarian scheme of things has 
never been thought out. Yet these undertakings must be pre- 
served unless an agrarian economy is candidly to face the fact that 
large elements in the current standard of living are to be sacrificed 
in an agrarian economy. In addition, unless the heavy industry 
problem is solved, an agrarian movement can become the tool of 
reaction. The use of agrarian reforms to quiet the restiveness of 
people, while leaving them a prey to large industry and finance, 
has not been unknown ifi the world. 

A fourth observable trend in agrarian-distributist thinking is by 
no means universal but is notable enough to be worth remark. 
The reference is to the feeling for ethics and morality in the 
broad sense: a feeling that manifests an interest, indeed, in reli- 
gion and in the less theological aspects of the church and of 
Christian faith. Apparently a good many of the men writing 
under the agrarian label are disturbed by the seeming lack in the 
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modern world of any moral principle sufficiently commanding to 
cause a real cohesiveness in our civilization. Apparently a good 
many of the agrarian-distributists feel that modern times have 
pretty completely substituted the infallibility, omniscience, and 
infinite capacity of Man for the infallibility, omniscience, and 
infinite goodness of God, and that the gains from the substitution 
have not been convincing. This point of view gets us back to a 
factor often neglected, namely, the necessity of a moral basis for 
social coherence in any economic system that will function espe- 
cially well. But the appearance of this implicit undertone as a 
phenomenon more or less particular to agrarian-distributists writ- 
ing is a little difficult to explain, and it is difficult to relate it to 
the more definite aspects of the movement. 

In the end, there can at present be little of confident prediction 
regarding the contribution that the new agrarianism may make to 
the American scene. When the agrarians endeavor to re-define 
the conditions requisite to a continuing democracy in the United 
States they are participating in a broad current of thoughtfulness 
that is manifest in many quarters in this country and that should 
be of very real value. With respect to professional economics, it 
appears that the agrarian-distributists have an excellent chance 
of exercising an influence in two directions. 

On the one hand, it is possible that they will apply a prophylaxis 
to the persistent identification of maximized social possessions with 
maximized social happiness, to the identification of wealth and 
welfare, and to the confusion between good and goods. The ef- 
fective modification of that idea, by now so thoroughly embedded 
in the conservative tradition of economics, may be too much to 
expect, of course. Perhaps it affects too fundamentally and too 
equally those among us who pleasantly foresee the best of all 
possible worlds in an expansion of our present economy and those 
among us who look forward to a regimented utopia, failing to 
appreciate the ways in which Communism is not the “‘undoing of 
capitalism but its overdoing.”’ Still, an effort to move economic 
thought in the direction of human realism is probably worth the 
making. On the other hand, the agrarian attack on mass-produc- 
tion should lead to some fruitful economic analysis. If this 
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analysis yields somewhat less than the agrarians hope for in sup- 
port of their conclusions, the results may nonetheless not be too 
disappointing. If the analysis, on the contrary, documents the 
apparent fact that in the present economy competitive conditions 
have so arranged themselves that an existing or even an expanding 
size is in many kinds of enterprise not related to productive effec- 
tiveness, a real service to economics will have been performed. 

As for the specific elements of economic policy involved in the 
agrarian program, much of it will command substantial support. 
Their ideas concerning farm tenancy, for instance, may well begin 
to be realized in the new future, and the United States should 
succeed in their application as well as other countries have done. 
Cooperation in distribution and in small, rural production may 
well become a formidable economic force before long. The em- 
battled storekeepers of the nation, while looking askance at co- 
operatives, can be relied upon to continue their struggle against 
organizations for mass distribution. It is by no means certain, 
however, that these trends, now separate from any formally recog- 
nizable agrarian-distributists movement, will coalesce under the 
agrarian-distributist banner; and prophesy regarding the future 
of the less definite ideas of agrarian-distributism must be withheld. 
Nonetheless, they deserve the careful attention of every economist 
who, beyond the purely technical problems of his trade, maintains 
an interest in the kind of society we ought to evolve. 

University of Georgia Matcoim H. Bryan 


Sugar: A Case Study of Government Control. By John E. Dalton. 
New York: Macmillan Company, 1937. Pp. x, 311. $3.00. 
The first half of this book is a brief and readable history of the 

sugar industry in continental United States, its insular possessions, 

and Cuba up to the great depression. Almost from the beginning 
this is a history of government interference through acts of colonial 
policy, tariff, subsidies, and the like. 

The industry is described as a loose agglomeration of several 
diverse interests, some interdependent, some keenly competitive. 
The domestic beet growers face the beet sugar manufacturers. 
Together, they face the seaboard cane sugar refiners, who for their 
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supplies of raw sugar depend primarily on our off-shore possessions 
—Puerto Rico, the Hawaiian Islands, and the Philippine Islands— 
for a small portion on the domestic cane growing industries of 
Louisiana and Florida, and on Cuba. Foreign ‘“‘raw,”’ once an 
important factor in our market, has long been kept out by pro- 
hibitive tariffs. On the sugar islands again the large corporations 
which manufacture raw sugar face older and smaller rivals and 
play their own company cane against that grown by independent 
growers. In Cuba, American corporations share the field with 
Cuban, as well as with other foreign interests. Finally, tropical 
refiners rival with the old established seaboard manufacturers. 
Thus the industry is marked by conflicts and contrasts all along 
the line. 

This particularism which characterizes the sugar industry goes 
far to explain the peculiar way in and the almost unique extent to 
which governmental control has been and is being applied to this 
industry. The second half of the book discusses the various sugar 
control measures which have been applied in this country both 
under the Agricultural Adjustment Administration and its suc- 
cessor. It accounts for the fact that the sugar industry, after 
rather feeble attempts to work out its own salvation through 
industry control, not only submitted to, but actually welcomed, 
government control. It also furnishes the key to the diversity of 
control measures which had to be worked out to fit each section 
of the industry. A control scheme which ideally suits the western 
beet situation would be almost inapplicable to Puerto Rico. The 
success of the sugar administration rests largely on the recognition 
of, and judicious adaptation to, this diversity of circumstances. 

As the former chief of the Sugar Section of the Agricultural 
Adjustment Administration during the critical years 1934-35, Mr. 
Dalton had unusual opportunities to become thoroughly ac- 
quainted with the intricacies of the sugar situation and the 
complexities of its administrative control. The book is written 
by a former government official who, according to recent reports, 
heads one of the most powerful sugar lobbies in Washington today. 
A certain opportunistic nonchalance, a reluctance to come to 
grips with the underlying issues are not surprising in the writings 
of thisauthor. The book is of particular interest at this time when 





I Se a 








BOOK REVIEWS 97 
at a recent conference in London twenty-two nations have agreed 
to stabilize the world sugar situation. 

University of North Carolina 
Erich W. ZIMMERMANN 


Oil: Stabilization or Conservation? A Study in the Organization of 
Industrial Control. By Myron W. Watkins. New York: Harper 
& Brothers, 1937. Pp. xi, 269. $3.50. 

Among the growing number of books dealing with specific 
commodities and industries which form such a vital and refreshing 
part of recent economic literature this scholarly study of the pe- 
troleum industry and its fate under the NRA is one of the best. 
The discussion of the nature of petroleum and the petroleum in- 
dustry, which forms the necessary background of this study in 
governmental control, is remarkable in its excellence. In fact, 
in the reviewer's opinion, it is by far the best extant. It is based 
on a truly amazing knowledge of the pertinent literature and on a 
thorough training in economic theory. The latter manifests itself 
clearly in the unerring distinction between the essential and the 
non-essential. It also reveals itself in the profound analysis of 
the underlying issues involved in government control. 

The sub-title of the book: Stabilization or Conservation? clearly 
indicates the general line of approach. By stabilization the author 
understands industrial control over supply exercised with a view 
to maintaining profits. Conservation, on the other hand, in this 
case means avoidance of waste in both the recovery and the use of 
petroleum. Chapter IV contains a stimulating theoretical dis- 
cussion of these concepts which are basic to the entire study. The 
reviewer would personally prefer a different nomenclature. There 
seem to be two ways in which the reserve position of posterity 
with regard to vital wasting assets can be improved. It can be 
improved either by withholding supplies from use or by economiz- 
ing in present use. Whether economy in present use results in 
benefits to posterity depends largely on price behavior and on the 
elasticity of demand. It would seem helpful to the clarification 
of the issues involved to apply separate terms to these diverse 
forms of benefiting posterity. The former intentional act might 
be called conservation, the latter conservancy. The act of avoid- 
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ing waste, which is the essence of true economy, if contrasted with 
the price driving schemes of monopolistic industry might well be 
termed true or welfare economy while the other is a spurious profit 
economy. The fact that the reviewer prefers a different vocabu- 
lary, however, in no way detracts one iota from the frank admira- 
tion of the noteworthy achievement of this volume. 

Watkins’ appraisal of the administration of the petroleum code 
does not make pleasant reading for ardent New Dealers. In fact, 
much of the book sounds like a restrained but nevertheless grave 
indictment of those administrative officers who were entrusted 
with the stewardship over this vital national asset which is oil. 
The author, steeped in the basic tenets of classical consumer 
economics, is deeply concerned over the fact that in the case of this 
vital industry the government more or less surrendered to selfish 
capitalistic interests, permitted the industry to continue on the 
road of prodigal waste while at the same time actually assisting in 
restraint of trade onesidedly beneficial to giant integrated cor- 
porations. 

All those who agree with Watkins that ‘“‘the major task of 
economics today is to implement theory with inductive studies of 
the actual bases, methods and objectives of control which practical 
exigencies have shaped in various lines of business’’ and that 
‘‘certainly the most challenging problem for the economist and the 
richest opportunity for signal contribution to the science lie in 
the inductive exploration of the bafflingly intricate and bewilder- 
ingly varied forms of the organization of industrial control ex- 
hibited by this aging capitalism’’ will share the reviewer's 
enthusiasm for this remarkable contribution to economic liter- 
ature. 

University of North Carolina Erich W. ZimMMERMANN 


Planning for Tax Economy. By William H. Crow and U. S. Greene. 
New York: Waldrop-Tilson, 1936. Pp. 1205. $7.50. 
Taxation in modern times has become so complicated that only 

experts are able to serve as proficient advisers in its many aspects. 

It is frequently said that taxes are as sure as death; but the immi- 

nence of taxation present today in commerce and industry might 

make it desirable to say that taxes are as sure as life. 
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The authors of this book make it quite clear that they are not 
offering to the public a treatise on tax evasion. They have no 
suggestions to make which will aid anyone in avoiding taxes 
which he should justly pay. On the contrary, nobody is expected 
to overpay his taxes and one is entitled to take all recourses to 
avoid taxation providing he acts within the law. 

Planning for Tax Economy is a large volume. Approximately 
600 of the 1200 pages of the book are given over to a discussion of 
economic, financial, and accounting aspects of modern systems 
of taxation. The book is organized in such a manner that it is 
useful to the promoter, the executive, and the individual tax- 
payer. 

Naturally, any treatise on taxation must concern itself largely 
with current law. Otherwise, it is not up-to-date. Incidentally, 
these laws undergo frequent revision and amendment so that 
any book which is based on a discussion or interpretation of 
them must inevitably become obsolete in a relatively short time. 
This, however, is merely a limitation, not a criticism of tax 
manuals. 

Part I of the book deals with planning for tax economy. Part 
II covers tax consequences of programs of individuals. Part III 
deals with the planning for tax consequences in business. Part IV 
covers exchanges of property. Part V contains a discussion of tax 
effects of winding up. Part VI is entitled ‘Constitutional limita- 
tions and legal rules governing taxation.’’ Part VII contains a 
rather extended summary of federal, state and local tax laws. 
Part VIII covers tax procedure for both federal income tax and 
state taxation of various kinds. In Part IX analysis and tax 
saving plans under the Revenue Act of 1936 receive attention. 
The appendices of the volume contain the Revenue Act of 1934, the 
Revenue Act of 1936, and contain other data relating to taxation. 
The book closes with a good index. 

This book should prove serviceable in the hands of any person 
concerned with important problems of taxation. It is somewhat 
more than its title indicates because it is a complete manual of 
taxation, constructive in character, rather than a mere list of 
suggestions which might be used to reduce taxes. 

Louisiana State University Eart A. Satizrs 
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Public Finance. By Alfred G. Buehler. New York: McGraw- 

Hill Book Co., 1936. Pp. xix, 632. $4.00. 

Professor Buehler has written a readable and comprehensive 
book in public finance useful both as a text and for reference. 
The topics discussed in the order of their presentation are fiscal 
organization, expenditures and expenditure control, public enter- 
prises, taxation, and debt. The careful and detailed treatment 
given to the sections on expenditures and borrowing deserves 
special mention both because of its merit and because these subjects 
are too often dismissed hurriedly. The book contains a consider- 
able amount of statistical data for recent years and timely dis- 
cussions of such present day questions as financing the depression, 
unemployment relief, governmental reorganization, conflicting 
taxation, and the undistributed profits tax. 

The most noteworthy features of the book are the historical 
summaries and the emphasis placed on social problems and their 
implications. The historical sections, which appear in the chap- 
ters on fiscal organization, expenditures, taxation, and debt point 
to the significant developments in the respective fields since the 
colonial period. The above mentioned features together with 
short discussions of certain individual state taxes and of the 
federal, state, and local administrative practices, and the effective 
use of comparisons with fiscal systems of other nations give the 
reader a rather clear insight into the development and operation of 
fiscal machinery. 

The author presents both sides of controversial issues and is 
careful to avoid dogmatic statements. This leaves the impression 
that a safe and fair statement has been sought without conscious 
attempt to solve problems or to advocate particular views. There 
are exceptions such as the discussion of the “‘breakdown’”’ and 
““inequality’’ of the general property tax and the assertion that 
‘In practical taxation fiscal adequacy is stronger than justice.”’ 
More characteristic are observations such as these: ‘“The real issue 
is the advisability of a particular expenditure of a particular gov- 
ernment at a particular time’’; and ‘‘Justice in taxation, as else- 
where, is a relative matter."’ The theoretical sections are pre- 
sented clearly and for the most part are confined to chapters with 
the following expressive titles: Economic and Social Aspects of 
Public Spending; The Tax System; The Shifting and Incidence of 
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Taxation; The Equitable Distribution of Taxation; Problems of 
Property Taxation; Problems of the Tax System; and The Economic 
Significance of Borrowing. 

There is a list of selected references at the end of each chapter 
which should prove useful. 

Tennessee Valley Authority HersHat L. Macon 


Sickness and Insurance. By Harry Alvin Millis. Chicago: Uni- 
versity of Chicago Press, 1937. Pp. 158. $1.50. 

The American people spend today over 3.7 billion dollars a 
year for medical care. In addition, wage earners lose annually 
more than one billion dollars in wages during illness. For the 
individual the burden of sickness is unevenly distributed and is 
unpredictable. The combination of low wages and the difficulty 
of foreseeing the calamity of sickness forces many workers into 
desperate poverty. Other thousands of workers cannot afford 
care essential for the preservation of health. Meanwhile the 
incomes of many doctors are lamentably low. Trained nurses 
suffer from unemployment. Hospitals are unable to make their 
budgets balance. If our hospitals, nurses, doctors and dentists 
could be kept busy they would profit while many men, women 
and children would be relieved of needless physical pain and 
mental suffering. 

Through workmen's compensation, most American workers are 
protected against the monetary losses resulting from work acci- 
dents and occupational disease. As a result of the Social Security 
Act a beginning is made in protecting many workers against un- 
employment and destitution in old age. Dr. Millis now proposes 
the extension of the Social Security Act to protect workers against 
the insecurity incident to sickness. He suggests that the unem- 
ployment compensation provisions of the act be amended ‘‘so 
that the insured who become eligible for cash benefits when they 
cannot secure suitable employment may also become eligible when 
disabled by non-compensable sickness or accident.’ His plan 
to meet the problem of sickness and to distribute the cost would 
include in addition, (1) ‘‘an extended and improved public health 
service,’ (2) ‘‘appropriate tax supporting medical care for special 
groups,”’ sufferers from tuberculosis and venereal diseases, (3) 
“organized medical care of persons in the lower income groups 








102 BOOK REVIEWS 


when involved in high cost illness, with the cost met by compul- 
sory insurance contributions and tax revenues.”’ 

Dr. Millis’ plan is based upon a careful and well documented 
review of the economic and sociological aspects of the sickness 
problem in the United States and Europe. He marshals the results 
of previous analyses upon this problem in admirable fashion. He 
relies heavily upon and agrees in large part with the conclusions 
of the Committee on the Cost of Medical Care. He quotes 
significant portions of Dr. Falk’s important recent volume Security 
Against Sickness. He parts company, however, with the recom- 
mendations of Falk and others as to the inclusiveness of a system 
of health insurance practicable for adoption here at this time. He 
would limit the application of the insurance principle in the prob- 
lem of sickness to “‘high cost illnesses.’ His economic bases for 
this conclusion are significant. He advocates too that an American 
plan should be developed ‘“‘out of and around the codperative 
hospital plans now spreading so rapidly.’’ All in all, Dr. Millis 
has contributed admirably to the eventual solution of the major 
unanswered problem which now invades the security of American 
workers. 

University of Richmond Joun J. Corson, 3RD 


The Railway Worker: A Study of the Employment and Unemployment 
Problems of the Canadian Railways. By G. M. Rountree. To- 
ronto: Oxford University Press, 1936. Pp. xx, 364. $3.00. 
This study, one of the McGill Social Science Series, presents an 

admirably clear and detailed account of the economic status of the 

Canadian railroad workers. Although centrally concerned with 

railroad unemployment, Mr. Rountree’s study includes chapters 

on the importance of the railroads in the Canadian economy, the 
employment structure, the technique of collective bargaining, 
wages, the mobility of railroad labor, and union-management 
coéperation. Obviously, much of this material bears, either 
directly or indirectly, upon the issues that cluster about the prob- 
lem of employment stability. 

Not the least merit of Mr. Rountree’s book is found in the great 
clarity with which the extremely complicated nature of the unem- 
ployment problem in the industry is analyzed. Attention is 
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directed primarily to three important groups of workers—trans- 
portation, maintenance of equipment, and maintenance of way 
and structures—, and to the incidence of idleness from seasonal, 
technological, and cyclical causes upon the workers within these 
occupational classifications. Moreover, the regional incidence of 
seasonal unemployment for the three groups of workers is also 
calculated. Since seasonal movements in the major regions are 
by no means uniform, such data is essential in the working out of 
schemes for reducing seasonal fluctuations in employment by 
transferring workers from one region to another. Cyclical unem- 
ployment is also analyzed by regions, and by sub-divisions of the 
major occupational groups. The effect of technological changes 
on employment is shown in detail. 

It is impossible adequately to summarize the large amount of 
material in this volume. Briefly, however, Mr. Rountree’s work 
reveals clearly the great significance of seasonal unemployment, 
which of late (and in general) has probably come in for less atten- 
tion that it deserves, in any analysis of the well-being of the rail- 
road worker. Technological unemployment is also distinctly a 
problem. “‘Employment in 1928,’’ writes Mr. Rountree, ‘‘was 
3.1 per cent below the 1920 level, a percentage which represents 
neatly 6,000 men. This reduction took place in the face of an 
increase of eight per cent in mileage operated, thirty per cent in 
carloadings, eleven per cent in tonnage transported, and fifty per 
cent in ton-miles.’’ This reduction resulted from the combined 
influence of three separate factors all of which have been evident 
in the United States as well as Canada. The first factor is the 
introduction of technical improvements; the second, railroad re- 
organization; the third, the growth of motor transport. As in 
the case of seasonal unemployment, the incidence of technological 
unemployment varies with the occupational group. The effect 
of the depression on employment is indicated by the fact that be- 
tween 1928 and 1933, after making allowance for normal separa- 
tions, approximately 37,000 railroad workers lost their jobs. 
In all of the provinces unemployment exceeded 30 per cent by 
1933, with a maximum of 39.5 in Ontario. Some occupations felt 
the depression much more severely than others. 

Mr. Rountree believes that seasonal unemployment can be 
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considerably reduced, but by no means eliminated, through proper 
employment policies, and his suggestions in this field are extremely 
interesting. The problem of the reabsorption of those unemployed 
because of the depression is complicated by the long-run decline 
in employment from technical causes. In fact, ‘‘it is very unlikely 
that all of the railway workers now unemployed will again find 
work in their former positions.’’ This leads to the problem of 
retraining and reallocating a portion of the railroad workers now 
without jobs. Mr. Rountree also discusses the place of dismissal 
compensation and unemployment insurance in relieving the hard- 
ships of involuntary idleness. 
University of North Carolina : H. M. Douty 


Industrial Relations in the San Francisco Building Trades. By 
Frederick L. Ryan. Norman: University of Oklahoma Press, 
1937. Pp. ix, 241. $3.00. 

Mr. Ryan has written a very interesting book of a type much 
needed in the field of industrial relations. Too many writers have 
theorized regarding the basis for the organized dealings of capital 
and labor from a very general knowledge and too few have devel- 
oped their ideas out of intimate contacts with specific situations. 
Mr. Ryan has surveyed the building trades in San Francisco from 
the beginnings of their organization to the present. The lengthy 
period of time permits the study and recording of important tenden- 
cies. The personalities of the men involved and their very great 
influence have been woven into the picture. Nothing seems to 
have been omitted. The result is a story, complete in all of its 
ramifications. 

There is one part of the work with which I find myself in dis- 
agreement. Mr. Ryan calls San Francisco ‘‘the labor laboratory.”’ 
I doubt that the situation as it has developed there is typical of the 
country as a whole. It would be better to refer to the city as a 
labor laboratory and to await comparison with other centers. 
This point of contention, however, detracts little from the value 
of the book as an example of good case study. 

Mr. Ryan recognizes three major periods in the history of the San 
Francisco building trades. Prior to 1896 there was no strong 
central organization. Entirely unregulated competition was the 
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order of the day until 1869. About that time individual unions 
began to make some headway and gradually the foundation was 
laid for the formation of the Building Trades Council. That body 
dominated the scene from 1896 to 1921. Its activities are described 
at length by Mr. Ryan and in connection therewith he gives an 
analysis of the limitations of craft unions. After 1921 the power 
of the Council was broken. An era of open shop conditions began 
which has endured until the present. The strength of the unions 
declined to a low point in 1932. Since that year the advent of a 
new period has been indicated by the growth of rank and file unions 
and an increase in the political consciousness of the labor group. 

There are a few minor points of criticism. It was disappointing 
to remove the very attractive jacket and find such a drab appearing 
binding on the volume. The type face, to which the publisher 
accorded a notice in the back of the book, was most displeasing to 
my eyes. It may be artistic but it certainly is not easy to read. 
The number of footnotes attests a careful documentation by the 
author but the tiny size of the type in which they are set dis- 
courages their use by the reader. For these things the author 
was probably not to blame. He could, however, have been a bit 
more careful about his chronological sequences. The backward 
and forward movement was at times confusing, especially in the 
first five chapters. 


University of Alabama Burton R. Mortey 


British Methods of Industrial Peace. By Ducksoo Chang. New 
York: Columbia University Press, 1936. Pp. 332. $4.25. 
This is a well-documented study of the history of British mud- 

dling in labor disputes, combined with a critical analysis of the 
various methods so devised. Dr. Chang first reviews the expe- 
riences of British capital and labor before the War, a period during 
which were laid the foundations of much of the present mediation 
and arbitration machinery. 

Compulsory arbitration, the rule during the War, was quickly 
abolished when hostilities had ceased. It did not meet the 
democratic ideal of English working men. Since 1918, British 
labor, capital, and government have sought the answers to two 
problems, one the immediate settling of disputes, the other the 
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method of attaining industrial democracy, or perhaps a feeling of 
good will between employers and employees that will eventually 
make the other machinery less necessary. 

Machinery for settling disputes is elastic and has evolved 
in different ways for different industries. In addition to his 
generalized description of this growth, the author has selected five 
major industries for detailed description and analysis. Of particu- 
lar interest is the story of the textile industry. There strongly 
organized unions, bargaining collectively with their strongly 
organized employers, came to the conclusion ‘“‘that collective 
agreements could not be maintained by private efforts, and that, 
therefore, agreed wage rates should be made legally binding on all 
employers by legislation."’ Furthermore the government has 
obliged. 

In general for settling disputes British workers and employers 
rely upon inquiry, conciliation, and voluntary arbitration. Pri- 
mary disputes, that is those dealing with changes in basic condi- 
tions over the nation, are settled by national boards dealing with 
national unions and national employers associations. Disputes 
involving local interpretation of national agreements or those 
involving purely local problems, are handled by local unions, 
employers, and governmental agencies. ‘“The basic operative 
force behind these negotiation machineries is trade unionism.’ 

The agencies for stimulating industrial good will through 
mutual understanding have been joint committees and councils 
between organized employers and workmen, as typified by the 
Whitley Councils. Such attempts have failed of their main object 
because “‘of lack of interest or the absence of broad vision among 
employers and workmen engaged in the industries covered by it.”’ 
Some workers feel that peace and prosperity cannot be found under 
the profit system. Others apparently are satisfied with obtaining 
what they can without any consideration of the broader vision of 
industrial peace. 

Dr. Chang feels that the British system of industrial peace works 
fairly well. A chief defect is the lack of power in the present 
machinery to deal with industrial problems comprehensively. 

Students and teachers of American labor problems should find 
this study valuable for its presentation of the British experience. 
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Machinery for conciliation, arbitration, and investigation are 
apparently the best a government can offer as methods of indus- 
trial peace. 


Duke University Frank T. pe VYvER 


Leadership in a Free Society. By T. N. Whitehead. Cambridge: 

Harvard University Press, 1937. Pp. xv, 266. $3.00. 

The main purpose of this very interesting book is to “‘investigate 
the type of social structure which can maintain itself whilst 
adopting its form to the ceaseless advance of material invention.” 
The author is of the opinion that our present social structure, 
resulting from the rise of modern technology, endangers the most 
durable human satisfactions. In the past, the necessary foundation 
for human initiative and of individual adventure was provided by 
routine, custom, and habitual associations. The industrial 
revolution has seriously interferred with these characteristics 
which are so important in an orderly society. 

The author draws upon practical experience to show that society 
is made up of a number of groups, large and small, and that each 
group represents a network of sentiments, mutual actions, and 
customary procedures. The same conditions are found to exist 
among the smallest as well as the largest working groups. The 
problem is to lead these industrial groups in such a manner as not 
to violate their customs and sanctions and yet to introduce the 
needful measure of efficiency and progress. This responsibility rests 
upon the shoulders of industrial managers. Unfortunately, pres- 
ent day industrial managers have failed to accept this task and in 
doing so they have prevented the group integration which is so 
necessary for social living. 

Since the management in industry has failed to take advantage 
of its opportunity to provide the right kind of leadership, what 
are the chances that trade unions will furnish leadership which 
will promote social integration? In some countries, notably 
England, trade unions do achieve one function of successful institu- 
tions. ‘““They provide their members with a social structure and 
enhance their opportunities for effective participation in the life 
of the community as a whole.’’ In the past, however, American 
unions have failed to develop the right kind of leaders. Instead 
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of promoting social living, union leaders have spent their time in 
the promotion of strikes. In the opinion of the author American 
trade unions are in danger of disintegration unless their leaders 
give more attention to social living because, “‘No organization 
involving much human energy is likely to be supported unless it 
has an adequate purpose and also provides immediate social 
satisfactions.”’ 

The failure of executives as a class to lead the social living 
even within their own plants has led to social legislation. This 
legislation has resulted from wide social demand for means of 
improving the conditions of industrial life. While such laws are 
helpful and desirable under the circumstances, they are by no means 
a solution of the problem. In the opinion of the author, ‘‘a real 
solution will only come when society is integrated around its 
major activity, business; and when business leaders develop the 
necessary ways and means for obtaining that which their society 
needs—security of occupation, and a richer social life for all as a 
part of their occupations. Furthermore, “someone must take the 
lead in integrating social living, if civilization is to continue, and 
also give expression to the resulting public sentiments. The 
solution, as we have already seen is that industrial leaders should 
themselves become the social leaders.”’ 

University of Virginia Grorce T. STARNEs 


Principles and Problems of Economics. By Otho C. Ault and Ernest J. 
Eberling. New York: Longmans, Green & Co., 1936. Pp. vi, 
843. $3.75. 

This elementary text-book is designed to give the beginning 
student as comprehensive an introduction to economics as a one 
semester course will permit. The authors have been successful 
in presenting the material in a clear and understandable manner. 
Space limitations prevent more than brief mention of a few points 
of interest. 

The analysis of Land as a Factor in Production is as much geo- 
graphic as economic. In this chapter, as in the one on Wealth and 
Income of the People of the United States, part of the space given 
to maps and charts could have been used more advantageously 
to supplement the rather meager discussion of the topic. 
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Economic rent is defined as the price paid for the use of superior 
natural resources and “‘Interest must be paid for the use of any form 
of capital, such as money, factory buildings, machinery, and 
equipment.” 

The chapters on Value and Price and Value and Price Determi- 
nants constitute an excellent summary of these topics, assuming 
free competition, but the innocent reader should not have to wait 
until he begins the chapter following to become informed of the 
existence of such an assumption. Mention is made, in the chapter 
on Monopoly and Monopoly Price, of the studies of concentration 
made by Laidler, Means, and Thorp, but the effects on prices of the 
decline in competition are not given adequate consideration. 

A considerable part of the book is devoted to an analysis of 
current economic problems. The point of view is one of well 
balanced liberalism. The authors recognize that capitalism has 
given more to the common man than has any other system, but 
“It is evident on all sides that a new politico-economic order is in 
the making.” 

The Reciprocal Trade Agreements are only mentioned. The 
chapter on Transportation is amazingly complete except that no 
mention is made of the extent to which river transportation is 
subsidized. 

Investment is defined in the traditional sense with no recognition 
of the use of equities to protect purchasing power. 

The discussion of business cycles is to be commended for getting 
away from the idea of periodicity in the phenomena. It makes no 
attempt, however, to give any special analysis of the most recent 
cycle. 

The Banking Act of 1935 receives very little consideration. The 
authors neglect to mention that gold certificates have supplanted 
gold as collateral back of Federal Reserve notes. 

The injustices arriving from our present systems of taxation are 
viewed as constituting one of America’s greatest social, political, 
and economic evils. The progressive tax on corporate income is 
‘fraught with great and grave significance."” The undistributed 
profits tax is explained but no effort is made to appraise it. 

The topics discussed by Professor Eberling in his chapter on 
Major New Deal Legislation could probably have been more 
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logically and satisfactorily integrated into the preceding chapters. 
Some duplication could thus be avoided and space released for 
topics that have not received adequate consideration. 

Mention of isolated shortcomings must not be considered as 
adverse criticism of the entire book, which on the whole is 
excellent. 

Southwestern Ratex C. Hon 


The Theory of the Land Question. By George Raymond Geiger. 
New York: Macmillan Company, 1936. Pp. xi, 237. $2.00. 
The reviewer realizes the dangers inherent in commenting upon 

the latest apologia of a cult. First to be feared are the cult de- 

votees, who know all the answers; then there are the scoffers, 
usually ex-devotees, who know all the answers to the answers; 
and finally there are the rest of us, who are more or less bored with 

a controversy that goes round and round and comes out in books 

like this. Cult products are difficult to appraise, because a book 

that makes no contribution to science may nevertheless be so much 
in advance of the usual thought of the cultists that it is a real 
contribution to social progress. 

This book is no mere italicized philippic. On the contrary, it is 
written in a moderate and even a charming style, and it is as thor- 
oughly documented as the most rigorous scholar could demand. 
The first three chapters comprise an attempt to answer modern 
critics of the single tax concepts, especially those who deny the 
uniqueness of land as a value problem and who would wipe out the 
distinction between land and capital. Through all of this the 
author reveals his—and the cult’s—teliance upon a severely 
classical value theory. He complains that younger modern 
economists merely shrug their shoulders at this outmoded move- 
ment. This should incite him either to undertake the task of 
demolishing the entire structure of Austrian, neo-classical, and 
institutional theory or else of rethinking his value theory in closer 
conformity to modern thought. 

The weakness of the rest of the book should not detract from the 
long and admirable fourth chapter on the history of the land ques- 
tion. Here the apologist disappears in favor of the scientist. He 
gives a careful appraisal of the most modern thought on the 
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primitive, ancient, and medieval land customs. Had he applied 
the same skepticism to the uniformity of the economic concepts of 
“society,” “‘land,’’ and “‘rent’’ that he applies to the uniformity 
of the historical concept of “primitive communism,”’ this would 
have been a different book. 

When the single taxers drift back within speaking distance of 
contemporary economics, from which they separated in the days 
of Henry George, they will be found to have something very 
substantial to say. That social forces rather than individual 
deserts may be important causes of income, that progressive human 
endeavor is hampered by the tribute exacted by any vested interest, 
and that a democratic taxation policy would seek to equalize 
opportunities—all these are fundamentals of which more account 
should be taken in economic theory. 

University of Kentucky Epcar Z. PatMer 
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ALABAMA 


Few additional developments with regard to the legal status of 
the State Unemployment Compensation Law can be reported. As 
stated in the last issue of The Southern Economic Journal, the Alabama 
Supreme Court held the state law constitutional in a decision on 
March 18, 1937. Suits in the federal district court were also in- 
stituted by a number of companies including the Gulf States Paper 
Company, the Gulf States Steel Company, and the Southern Coal 
and Coke Company. These suits were heard by a three-judge 
court sitting in Montgomery, Alabama, which held the state law 
unconstitutional. The state has appealed the case to the United 
States Supreme Court, and a decision is expected in the near future. 

An interesting development in these cases has to do with the 
provisions of the federal law which allows credit up to go per cent 
of the tax due for amounts paid under state laws. In the original 
action the companies involved in the suit deposited in escrow 
monies to cover the tax due to the State Commission. The Internal 
Revenue Department ruled that the tax must actually be paid in 
order to claim the credit. Asa result the companies petitioned the 
court to permit the payment of the tax to the State Commission 
under special order requiring the Commission to hold the money 
pending final decision of the case. In this way the companies 
were protected from the loss due to liability for double payment 
should the state law be held constitutional. 

Industrial activity in Alabama during the first quarter of 1937 
has been increasing rapidly. March, 1937, showed decided in- 
creases over the preceding month in each one of the important 
industrial series of the state which are analyzed by the Bureau of 
Business Research of the University of Alabama. The percentages 
of increase range from 2.8 per cent for electric energy consumption 
to 18.9 per cent for production of coal. As compared with the 
same month of a year ago very decided increases appear in each 
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of the series. These percentages range from 21.9 per cent in electric 
energy consumption to 56.4 per cent in coal. As may be expected, 
the industries which showed the greatest decreases during the 
depression have shown the greatest percentages of increase in recent 
months. As compared with a calculated normal which takes into 
consideration secular trend and seasonal variation, the six series 
which are regularly analyzed in this fashion stand in a relatively 
favorable position. Coke production is further below normal 
than any of the others, standing at 8.8 per cent. Two other 
indices are below normal: pig iron production, 6.3 per cent and coal 
production, 3.5 percent. The indices which are above normal are: 
steel ingot production, 6.7 per cent; electric energy consumption, 
24.4 per cent; and cotton consumption, 42.2 per cent. The 
composite index of industrial activity which is calculated by 
averaging the above mentioned series stood at 13.9 per cent above 
normal in March. This position has been exceeded in only a few 
cases during the period of the twenties. 

The prosperous condition indicated by the industrial activity 
indices appear also in such trade series as are available, such as 
automobile sales, department stores sales, gasoline sales, and life 
insurance sales. The general increase in activity in the country 
as a whole is making itself felt in the state. 

University of Alabama H. H. Cuapman 


GEORGIA 


The legislature of Georgia, after a great deal of preliminary 
work, has written a considerable body of constructive legislation. 

A much-needed expansion of social services is in prospect. 
Free text-books are to be furnished for the schools and the measures 
necessary for a comprehensive social security program have been 
adopted. Although the attorney general's office, in an advisory 
opinion, has declared the latter measures to be constitutional, 
amendments to make doubly certain of their validity are to be 
submitted to the people at a special general election on June 8. 
At the same time, several amendments dealing with the tax 
system are also to be submitted as well as a number dealing with 
purely local matters. During the past few weeks, interest has 
centered on the opposition of former governor Talmadge and 
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others to an increase in services and the inevitable increase in taxes 
which will accompany it. Several suits have been brought to 
enjoin holding of the election, but it seems unlikely that they 
will be effective in preventing it. 

While there has been no real reform of the regressive tax system 
of the state, it has been somewhat modified and a highly burden- 
some retail sales tax measure failed to pass. Subject to ratification 
at the June election, homesteads up to $2000 and personal property 
up to $300 are exempt from the state and county property taxes 
and the legislature is to be given authority to classify intangibles 
for tax purposes. According to the proposed amendment, the 
legislature may lower the homestead exemption to $1200. A 
chain-store tax was also passed, levying a tax ranging from $2 
for one store to $200 for the fortieth store. On each store above 
forty, an additional tax of $200 is levied. Exemptions under the 
income tax law have been lowered to conform to those provided 
by the federal law, the cigarette tax of 10 per cent of the selling 
price was raised to 20 per cent, and the tax on sales of bottled beer 
was also raised. 

The social security program adopted by the state legislature 
includes provision for old age assistance, aid to the blind, and to 
dependent children, and unemployment compensation. The entire 
program has been approved by the federal Social Security Board 
which makes it possible for the state to receive federal grants 
under the first three phases, and, under the unemployment com- 
pensation law, allows employers to credit payments to the state 
against federal taxes imposed by title IX of the Social Security 
Act. The Old Age Assistance Act provides maximum payments of 
$30 per month to persons sixty-five years of age and over who are 
in need and have been residents of the state for at least one year. 
Ten per cent of the cost is to be paid by the counties, 40 per cent 
by the state, and 50 per cent by the federal government. The 
administration will be handled by county boards functioning 
under general regulations issued by the State Department of Public 
Welfare. A new department, headed by Lamar Murdaugh, has 
been set up to supplant the old one. No payments have yet 
been made but steps are being taken to permit the counties to 
make immediate disbursements and thus to qualify for federal 
grants before action has been taken on the amendments. 
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It is interesting to compare probable expenditures under the Old 
Age Assistance Act with previous out-door relief to the aged from 
local as distinguished from federal funds. The following figures 
are taken from a recent survey made by the Department of Public 
Welfare in cooperation with WPA. 

In 1935, about 23,850 persons sixty-five years and over received 
out-door relief in Georgia from public funds. Over half of these 
persons were on federal relief. For the remainder, counties and 
municipalities spent about $632,034. This figure would be 
doubled under the Old Age Assistance Act by federal subsidy. If 
the total number of aged on relief rolls in 1935 were paid an average 
allowance of $10 per month, or $120 a year, the total cost would be 
$2,862,000, half of which would be met by funds raised in the state. 
Local expenditures in 1935 were, therefore, less than half the prob- 
able cost to the state under the new act, and this is based on the 
assumption that the average total payment per person, of which 
the federal government pays half, will be only $10 a month. 

It is clear that federal grants cannot be regarded as a method 
of saving money for the state. On the contrary, the expenditure of 
local funds must be increased simply to come within striking 
distance of minimum needs. Similarly, the present allowance 
from local funds for the aid of dependent children, even when 
increased one-third by federal funds under the Social Security Act, 
will be less than half the estimated needs. 

The Unemployment Insurance Law, copies of which have just 
been released to employers by the State Labor Department, which 
will administer the law, applies to substantially the same em- 
ployers and types of employment as the tax imposed by title IX 
of the federal Social Security Act. Elective coverage is provided 
in addition, however. Benefits are to equal one-half the customary 
wage, but not less than $5 nor more than $15 weekly. Partial 
unemployment is compensable and part-time workers are covered. 
The tax is to be payable for the last half of 1937 and is so adjusted 
that the total state tax may be credited against the federal tax. 
No benefits are payable, however, until 2 years from the effective 
date of the act. 

The newly created Georgia State Planning Board, of which 
Henry T. McIntosh, editor of the Macon Herald, is chairman, has 
recently announced the projection of surveys of the state’s pine 
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forests, health conditions, and the flow of capital into and out of 
the state. It is hoped that the WPA will aid in financing these 
studies, which would, of course, be sponsored and supervised by 
the board. The commission has doubtless been influenced in its 
selection by the trend of thought elaborated by Charles M. Herty, 
discoverer of the process for making paper from Southern pine and 
a member of the board, who has pointed out the difficulty of 
securing local capital for the development of the natural resources 
of the state. The results of these and later studies of a similar 
character should form the basis of a more intelligent approach, by 
both governmental and private agencies, to the economic problems 
of the state. : 

The agitation for reduction of freight rates in the Southern 
freight classification territory, which has been going on for several 
years, has finally culminated in a series of meetings which bid fair 
to lead to an opening up of the whole controversy before the 
Interstate Commerce Commission. It is claimed that rates from 
Southern points to various market centers are appreciably higher 
than the rates enjoyed by shippers in the North and East for 
similar distances. The result is an unfair competitive disadvan- 
tage for Southern shippers. The contention is put forward that 
these rates were framed on the basis of light traffic, a condition 
which has largely disappeared and which might be entirely wiped 
out over a period of years if more favorable rates were granted. 

Governor Rivers of Georgia has played a leading part in securing 
the codperation of the state officials throughout the South in 
urging consideration of this matter upon the I.C.C. Ata meeting 
of the governors of four states and representatives of four others 
held in Atlanta on May 11, it was agreed to follow a four-point 
program looking toward a reduction of class rates, a general cut 
in commodity rates, elimination of the 27 per cent differential 
favoring eastern and western areas, and postponement of a 15 
per cent hike in rates on processed cotton goods scheduled to 
become effective June 8. A class rate reduction petition is now 
before the Interstate Commerce Commission and three additional 
proceedings will be filed to cover the other points of the program. 
Court action also may be taken. 

Repercussions of the current conflict within the ranks of or- 
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ganized labor were recently felt in Georgia when an order from 
William Green, calling upon the Georgia Federation of Labor to 
Oust its president of the past several years, A. Steve Nance, was 
served on the Georgia body by George Googe, Southeastern district 
representative of the A. F. of L. Mr. Nance was charged with 
disloyalty to the A. F. of L. because of his alleged activities as a 
paid member of the Southeastern textile workers organizing 
committee, a group sponsored by the C.I.O. Mr. Nance denied 
the charge of disloyalty, pointing out that not only was he serving 
on the organizing committee without pay and without inter- 
ference with his other duties, but that the committee was merely 
attempting to bring textile workers into their proper national 
unions. Accordingly, he refused to resign from either the com- 
mittee or the presidency of the Georgia Federation, and he was 
supported in his position by the executive board of the Georgia 
Federation. A few days after delivery of the ultimatum, the 
regular annual meeting of the Federation was convened in Atlanta. 
At this meeting representatives of the A. F. of L. called upon 
loyal delegates to desert the meeting and to reassemble for the 
purpose of electing new officers. About three-fifths of the dele- 
gates did so, and new officers were elected. The result was a dual 
organization, one faction holding the original charter, the records, 
and the funds, and being supported by two-fifths of the elected 
representatives of local trade unions and city central bodies; the 
other enjoying official recognition of the A. F. of L. and being 
supported by a majority of the delegates. The actual union mem- 
bership represented in each group is not clear. At the time of 
writing, the impasse is unbroken and there is no immediate promise 
of an amicable solution. 
Emory University J. Epwarp Hepcegs 


MISSISSIPPI 


The rapid development of Tung tree culture is now of great 
significance in some of the cut-over pine lands of south Mississippi. 
The Picayune Chamber of Commerce reports that Pearl River 
County had 75,000 acres in the trees at the end of the 1937 spring 
planting season. It is claimed that this county has 75 per cent 
of the Tung tree acreage in the United States. 
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L. O. Crosby and Lamont Rowlands, wealthy lumbermen, are 
making the biggest investments in the new development. Row- 
lands has a Tung plantation, now bearing nuts, with 10,000 acres 
under one fence. His crushing mill for extraction of oil from the 
nuts is said to be the largest in the world. Crosby has several 
million young trees planted in a nursery. 

The Chamber of Commerce asserts that Pearl River County 
closely parallels, in climate and topography, the Yangtze valley 
area from which the United States now imports most of the Tung 
oil for its paint and varnish industry. 

Governor Hugh White’s own scheme for bringing new enterprise 
to the state, the ‘Balance Agriculture with Industry’’ program, 
has met with more favor among local voters than skeptics six 
months ago were willing to consider possible. In five local elec- 
tions, bond issues for the construction of industrial buildings have 
been accepted four times and rejected only once. Three of the 
approved projects call for erection of small cotton textile plants; 
the other is for a woolen goods factory in the sheep raising area 
on the Gulf coast. 

Bonds have been sold for the smallest project, a $25,000 building 
at Durant. The issue was taken by a Mississippi underwriting 
firm at par with interest at six per cent. 

The constitutionality of the program remains to be tested, but 
the failure of any opposing interest to stop the Governor's progress 
thus far with a court injunction is regarded as a preliminary 
victory for the administration. 

University of Mississippi M. K. Horng, Jr. 


NORTH CAROLINA 


The 1937 session of the North Carolina legislature, although one 
of the shortest in recent years, enacted a near-record amount of 
legislation and approved the largest budget in the history of the 
state. The crop of new boards, committees, and commissions 
created was especially large. Apparently it will be only a matter 
of time until every profession, calling, or occupation—except 
banking—will have its state commission to examine and license 
members. New boards created in 1937 were for tile contractors, 
electrical contractors, and dry cleaners. In addition, ten other 
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administrative or regulative boards or commissions were created 
or reconstituted, among which were the Highway Commission, 
the Board of Agriculture, and the Liquor Control Board. Nine 
commissions were authorized to study certain problems and make 
recommendations to the next legislature. One is to consider the 
classification of property and the exemption of homesteads. Con- 
trary to general expectations, the legislature took no action on 
homestead exemption. A Home Ownership Commission is to 
study the tenant problem and make recommendations for encourag- 
ing home ownership. 

Total appropriations for the next biennium, including capital 
outlays, were approximately $140,000,000. State bonds to the 
amount of $4,519,500 were authorized for buildings and im- 
provements. 

An attempt was made to establish a pension system for public 
school teachers, but it ended in the authorization of a commission 
to study the problem. One significant appropriation was for an 
amount sufficient to compensate state employees for salary cuts 
made by the Director of the Budget in the second quarter of 1933. 

No far-reaching changes were made in tax laws. A seven per 
cent tax on retail liquor sales, a gift tax, and low, uniform taxes 
on certain intangibles were levied, one-half of the proceeds of the 
latter to go to cities and counties. The sales tax was removed 
from certain necessary foods but was extended to cover certain 
building materials. The tax on individual incomes above $10,000 
was raised from six to seven per cent. 

Laws were enacted regulating child labor and maximum hours of 
work. The latter set 48 hours for women and 55 hours for men 
as maxima per week. Both laws are greatly weakened by many 
exemptions and qualifications. A so-called Fair Trade Act per- 
mits contracts fixing minimum resale prices for goods, both retail 
and wholesale. A tobacco compact act was passed, but is ineffec- 
tive because other states necessary for its operation did not pass it. 
A liquor control act permits counties, after approving elections, 
to set up and operate liquor stores. 

A social security program was enacted to provide benefits for 
dependent children, the aged needy, and the blind. One million 
dollars was appropriated to cover one-fourth of the costs of 
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monthly payments up to $30 for needy persons above 65 years of 
age. Counties are to pay one-fourth of the costs and the federal 
government one-half. Benefits for needy children range up to $18 
per month for the first child and $12 for additional children in a 
family. The state appropriated $500,000 to pay one-third of the 
costs; the counties and the federal government are to provide one- 
thirdeach. Needy blind persons may receive up to $30 per month, 
with the costs distributed as in old age assistance; the state’s part is 
placed at $85,180. 

For the first ten months of the fiscal year 1936-37, state revenues 
showed an increase of $11,323,853 or 23.45 per cent over the pre- 
vious year. At the present time (May) a substantial surplus in 
the General Fund for the year is assured; it may be as much as six 
or seven million dollars. 

A local Social Science Research Council has been established at 
Duke University, including the departments of Economics, His- 
tory, Political Science, and Sociology. The purpose of the Council 
is to coérdinate research activities and improve research facilities. 

Duke University B. U. Ratcurorp 


TENNESSEE 


The 7oth General Assembly has enacted a considerable amount 
of legislation of rather far reaching importance. 

In the organization and administration of state government, 
legislation has provided for two new departments: (1) the Depart- 
ment of Administration, having charge of the fiscal affairs of the 
state, personnel, and the state highway patrol; (2) the Department 
of Conservation, dealing with public parks, recreation, fish and 
game, forestry, and other phases of the conservation of natural 
resources. These two departments have already become active. 
The former Department of Institutions was changed to the De- 
partment of Institutions and Public Welfare with added responsi- 
bilities, among them being the administration of the social security 
program. For the new Department of Administration a real 
challenge is offered in the act providing a merit system for state 
employees. The classification of state positions, competitive 
examinations and other phases of the program, if properly con- 
ceived and administered, could well lead to a new attitude toward 
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government service in Tennessee. The abolition of boards and 
commissions as well as many administrative changes within the 
departments was an additional effort to secure better codrdination 
of state functions. 

Tennessee has taken its place in the social security program 
as the 43rd state in full codperation with the federal government. 
Pensions are provided for all impoverished persons 65 years of age 
or over, dependent children, and the blind. The program is to be 
financed as follows: the federal government will pay 50 per cent, 
the state 4o per cent, and the counties 10 per cent of the cost. 

Appropriations for the social security program as well as addi- 
tional appropriations for numerous other functions will require 
a considerable amount of new revenue. No broad and general 
far-reaching new revenue measures have been enacted to date. 
The attempts to secure the needed additional revenue have resulted 
principally in legislation increasing rates and strengthening the 
administration of the present tax system. Rates have been in- 
creased for the Corporation Excise Tax, the Gross Receipts Tax 
on Public Utilities, the Beer Tax and the Hall Income Tax. The 
tobacco tax law was strengthened by extending penalties to the 
consumer for the evasion of the tax on cigarettes, and a number 
of new privilege taxes have been added. Much confidence has 
been placed upon economy of administration and the increased 
revenues anticipated from the return of prosperity. 

In the function of education, a fund has been created for school 
libraries for the allocation of additional state aid for pupil trans- 
portation, school supervision, and the consolidation of schools. 
The University of Tennessee has an appropriation of $750,000, a 
partial restoration from its emergency budget. 

In the field of private business, regulation is attempted in the 
Unfair Sales Act, the Fair Trade Act, and an act reducing the 
charge for small loans to one per cent per month. 

Indications of improving economic activity are seen in numerous 
business and financial indices, as well as in tax collections. The 
State Employment Service reported for March, 1937, the place- 
ment of more persons in jobs in private industry than for any 
month since its creation. 

Tennessee Valley Authority T. L. Howarp 
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VIRGINIA 


The Virginia Social Science Association held its annual meeting 
at Blacksburg on May 7th and 8th. The program of the Eco- 
nomics Section was devoted to a discussion of the subject, ‘‘Indus- 
try and Employment in Virginia.’’ One of the papers, read by 
John Hopkins Hall, Commissioner of Labor in Virginia, dealt 
with ‘‘Recent Industrial Trends and Employment Opportunities 
in Virginia.’’ Because of the timely nature of the material a few 
significant statements from Mr. Hall’s conclusions are given here. 


Employment began a definitely upward trend early in 1933 and has 
continued to show improvement since. By 1935 it had slightly passed 
the 1929 level, and the number now employed in Virginia industry is 
about 21,000 or 16 per cent above 1929. Approximately 48,000 wage 
earners have been added to the payrolls of Virginia industry since 1932. 
Employment in the manufacturing industries of the country as a whole, 
however, has just now reached a figure somewhere near the 1929 level. 

Although industrial payrolls have shown considerable improvement 
since 1932, they have lagged behind employment and production. The 
total wages paid by Virginia industry in 1936 were about 10 per cent below 
the 1929 total. Their purchasing power, however, exceeded it by about 
8 percent. But it should be recalled that employment is 16 per cent above 
1929. Therefore, the purchasing power of the individual industrial 
worker is still about 5 to 10 per cent below 1929. 

The recent increases in industrial employment and payrolls in Virginia 
have resulted not only from increased production in general and the 
physical expansion, in a number of cases, of already established plants 
but also from the establishment of new plants. Almost 300 new estab- 
lishments have been added to the records of the State Department of Labor 
and Industry since 1932. These plants employed about 10,000 wage 
earners in 1936, 70 per cent of whom were in plants producing consumer 
goods. New clothing and textile plants employed slightly over 5,000. 
Wood products plants came next with 2,100 employees. The remaining 
3,000 were employed by plants in the following industry groups named in 
order of their importance from an employment standpoint: foods and 
beverages; shoes and other leather products; chemical products; stone, 
clay, and glass products; iron and steel products, unclassified industries; 
printing; and paper products. 

One of the most significant trends in the recent industrial development 
of Virginia is the growth in the low wage consumer industries. The 
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importance of this trend in relation to employment and purchasing power 
should be emphasized. Wage earners employed in the consumer goods 
industries increased from 56 per cent of the total in 1929 to 61 per cent in 
1936. The consumer goods industries as a whole are the low wage indus- 
tries. The average annual wage of workers in these industries in Virginia 
was about $600 in 1935 as compared with $935 in the heavy goods 
industries. 
University of Virginia Grorce T. STaRNEs 








PERSONNEL NOTES 


Herbert von Beckerath of Duke University and the University 
of North Carolina will deliver a series of lectures in Havana 
before the Institucion Hispano-Cuba de Cultura in Havana during 
the early part of the summer. He will spend the remainder of 
the summer in France and Germany. 


Ross M. Cunningham, Associate Professor of Marketing of the 
University of Tennessee, has resigned to begin next fall his duties 
as Assistant Professor of Marketing in the Department of Business 
and Engineering Administration of the Massachusetts Institute 
of Technology. 


Melvin de Chazeau, Associate Professor of Commerce, University 
of Virginia, has recently accepted a temporary appointment as 
Consulting Expert for the United States Treasury. He will make 
an economic evaluation of cases arising under the Anti-dumping 
Act of 1921, particularly to appraise the injury, if any, suffered 
by complaining industries. 


H. M. Douty, instructor in the Department of Economics and 
Commerce of the University of North Carolina, has been appointed 
Assistant Professor of Economics at the Woman's College of the 
University in Greensboro. He will begin his duties in September. 


E. J. Eberling of Vanderbilt University has been appointed 
Director of Research and Statistics in the Department of Labor of 
Tennessee. He will have under his supervision the codrdination 
of the Workmen's Compensation and the State Employment 
Service. 


Roy L. Garis of Vanderbilt University has been appointed 
Executive Assistant to the Commissioner of Institutions and Public 
Welfare of the State of Tennessee. 
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Earl J. Hamilton of Duke University has received a Guggenheim 
fellowship for next year and plans to spend the year in France 
studying the monetary aspects of John Law’s activities. 


Glover D. Hancock, Dean of the Department of Commerce, 
Washington and Lee University, was recently elected President of 
the Virginia Social Science Association. 

Langston Hawley of the University of Alabama has become 
Research Associate for the Alabama Unemployment Compensa- 
tion Commission. 


T. Levron Howard, Chief of Research Section, Tennessee Valley 
Authority, participated in the conference on ““The Problems and 
Possibilities of Social Distributism and an Integral Life in the 
Modern World,” held April 14-17, in the Department of Con- 
temporary Thought, Northwestern University. 


C. H. Knight of the University of Alabama has become Director 
of Research and Information for the Alabama Unemployment 
Compensation Commission. 


Roscoe Martin has been appointed Director of the recently 
established Institute of Public Administration at the University 
of Alabama. The Institute publishes a four-page bulletin each 
month known as Public Affairs. A series of conferences on public 
administration problems are planned for the coming summer. 


Burton Morley of the School of Commerce and Business Ad- 
ministration of the University of Alabama has been acting as 
Director of Research and Information for the Alabama Unem- 
ployment Compensation Commission. He has been appointed 
Southwestern Unemployment Compensation Representative, and 
he will work under the direction of the regional director of the 
Social Security Board. 


A.J. Nichol of the University of Maryland has received a grant- 
in-aid from the Social Science Research Council and is spending the 
summer in France studying the life of Cournot. 
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G. T. Schwenning, Professor of Business Administration, Uni- 
versity of North Carolina, has received a grant-in-aid from the 
Social Science Research Council to enable him to complete his 
study of The Dismissal Compensation Movement. 


George T. Starnes, Associate Professor of Commerce, University 
of Virginia, will spend the summer in England making a study of 
the functioning of the British Trade Boards Act since 1920. 


E. S. Wallace of Duke University has accepted a position as 
Assistant Professor of Economics at Hendrix College. 


Erich W. Zimmermann, Kenan Professor of Economics, Uni- 
versity of North Carolina, will teach at the University of Cali- 
fornia in Berkeley during the coming summer session. He is a 
member of the American Coérdinating Committee for Interna- 
tional Studies. 
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